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INTHODOCTION 
It took me 18 months (since admission to M.Phil.) to 
complete the present dissertation entitled, "PROBLEMS & 
PROSPECTS OF LOCK INDUSTRY OF ALIGARH". I hardly came across 
any published or unpublished work dealing with the problems 
facing the industry to verify the hypothesis which I worked 
on. 
I expounded the hypothesis that the Aligarh Lock 
Industry cannot flourish and prosper so long as the industry 
does not proceed to launch programmes for cost effectiveness 
and raise its productivity for larger surplus. 
Plan Layout.: 
The hypothesis is laid out as follows: 
The first chapter deals with the development of Aligarh 
Lock Industry since its inception and concludes by observing 
that the early momentum of growth seems to have worn off due 
to apathy of the State as well as due to inefficient 
production process which culminates into high cost of 
production and low productivity. 
The second chapter, "Problems and Prospects", 
encompasses the problems of declining profitability and 
rising cost of production. The chapter deals with the 
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problems related to capital structure, cost of capital and 
its comparison with the 'opportunity cost'. No other 
research scholars anywhere have examined the cost of capital 
borne by the Aligarh Lock Industry and its comparison with 
the 'opportunity cost'. Its effects on the 'net worth' of 
the industry as a whole have been analyzed for the first 
time in this chapter of my dissertation as a measure of 
efficiency of a business organization in the private sector. 
The analytical study also covers some important industries 
beside the Lock Industry for compar^'tlw review of the impact 
of capital structure, cost of capital on their net worth. 
The chapter concludes by highlighting that the industry may 
be starved of capital following erosion of its capital base. 
The chapter, by way of slight diversion from the hypothesis, 
is extended to take into account the aspect of labour 
organization in the Aligarh Lock Industry. It reconmiends 
that a little investment in human capital by way of labour 
welfare schemes will go a long way in raising the labour 
productivity. 
The third chapter, "Organizational Constraints of 
Aligarh Lock Industry", relates the hypothesis of Cost 
Efficiency and Surplus (appropriate to 'Opportunity Cost' of 
ill 
capital) to the ^ orm of organization. It comes out with the 
remark that there is little hope for better prospects of the 
industry without organizational reforms. It is amazing that 
75 per cent of the industry does not have its own capital 
base. Significantly enough, the units owned by artisans 
predominate the Aligarh Lock Industry. The chapter concludes 
by stressing the need for organizational reforms. The 
absence of modern techniques of production and lack of 
training facilities underlie the low productivity and high 
cost of production. 
The fourth chapter is fully devoted to "Financial 
Problems of Aligarh Lock Industry". It analyses the impact 
of Sources of Capital and the Composition of Assets on the 
operation results of the Aligarh Lock Industry. 
The fifth chapter, "Cost-Revenue Analysis of Aligarh 
Lock Industry", is, indeed, the deductive method to confirm 
the hypothesis, viz.. Cost Efficiency And Surplus. It sets 
the components of cost, both direct and indirect, to 
establish break-even point for units classified into 
categories of capital investment as Cottage, Small, Medium 
and Large units. The conclusions of the analytical study in 
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the chapter are in agreement with the hypothesis that rising 
cost of production and dwindling surplus are the out-come of 
inefficient production process. 
The sixth chapter, "Summary & Suggestions", sums up the 
whole hypothesis on the basis of the facts checked and 
verified in the course of the study of the problems and 
prospects of the Aligarh Lock Industry which has been 
elaborated in the preceding chapters from the First through 
the Fifth. I am fully convinced that the measures suggested 
by me will go a long way in ameliorating the problems of the 
industry for better prospects of growth. 
Methodology: 
I 3im 'f^o't convinced with sweeping observations by 
research scholars who have dealt with other aspects of the 
Aligarh Lock Industry. I have selected the hypothesis that 
an industry stands to grow iflfsucceeds to produce goods at 
minimum cost for 'normal profir compatible with the 
'opportunity cost'. I worked hard in the preparation of 
questionnaire for primary data. It elicited good response 
from Lock Manufactures' Association and the District 
Industries Office, Aligarh, the commercial banks, and the 
financial institutions at Aligarh. I applied the 
quantitative techniques of analysis, the accounting 
principles and practice, to corroborate my hypothesis. The 
main findings have been summed up in the end of the 
dissertation. 
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CHAPTER-I 
DEVELOPMENT OF ALIGARH LOCK INDUSTRY 
. 1 
CHAPTER I 
DEVELOPMENT OF ALIGARH LOCK INDUSTRY 
Aligarh Lock Industry has its origin in workshop 
established in 1860 for the Postal Department Later on, a 
training school was established to train workers in lock-
making. The liberal policy of the British Government to 
import locks led to the retrenchment of surplus workers 
in the workshop at Aligarh. Those retrenched-workers took to 
lock-making in cottage units for the local market. 
Super workmanship, good quality and attractive designs 
made the Aligarh Locks popular in the market. The lock 
industry, later on, became economically viable and 
competitive even in foreign markets. 
Nevertheless, the disintegrated system of production 
and distribution is still its inherent weakness which cost 
the industry in terms of lack of modernization^ and 
expansion. It has lost its competitiveness as it is evident 
from the popularity of products of new lock units in Punjab, 
Haryana, Delhi, Gujarat, Maharashtra and other regions. 
Aligarh Lock Industry is labour intensive; there were 
1.25 lakh workers and the industry added value of Rs.58 
crore in 1987-88. The industry is important for the economy 
1. Estimated by Research Scholar from Primary Data collected 
through Qviestionnaire appended to the thesis. 
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as it generat-es employment and adds to the value. The future 
of the industry is determined by the capital efficiency 
which is less than that of the other industries in the town; 
the capital efficiency in the Aligarh Lock Industry stood at 
1:4 in contrast with 1:12 for other industries.- The problem 
of capital efficiency is examined in subsequent chapter. The 
present chapter provides insight into the development 
problems for suggesting suitable measures to put the Aligarh 
Lock Industry on sound footing again. 
Locational Factors: 
Aligarh emerged as the city of locks because of the 
benefits of the following locational factors: 
1. Climate; 
2. Skilled Labour; 
3. Raw-materials; 
4. Power; 
5. Access to market; 
6. State Assistance. 
Lock industry owes its growth in Aligarh to climate. 
Good health of workers is the attribute of good climate. 
1. Estimated by Research Scholar from Primary Data collected 
through Questionnaire appended to the thesis. 
Workers do not get tired of long hours of physical work. The 
high labour productivity is mainly accounted for by the good 
climate of the town. 
Additionally, the workers acquired the skill of making 
locks in 1860 when the workshop was established to make 
metallic locks for the postal department. The cottage units 
became the training centres of the workers in subsequent 
years. Over the period, lock-making has become a traditional 
occupation of a large section of the population of the town. 
The modern industrial units do not face the problem of 
trained and skilled labour supply. 
However, the industry's main problem is the raw-
materials. It is transported from distant places, viz., 
Jsunshedpur, Calcutta, Delhi, Kanpur, etc. The government has 
issued licenses to large producers but the small artisan 
entrepreneurs who own cottage units and constitute over 5^0 
per cent of the units of the industry do not have any 
license to procure the raw-materials at controlled prices. 
They mainly get the supplies of the raw-materials from local 
traders at excessive prices. The unsatisfactory system of 
1. Information gathered from District Industries Office in 
response to Questionnaire, op. cit. 
distribution of the raw-materials constitutes severe 
constraints on the growth of tne Aligarh Lock Industry. 
The cottage units of the industry mainly employ the 
labour intensive techniques of production. Power is not the 
significant input in these units. The other part of the 
industry comprises the modern factories which employ the 
capital intensive techniques of production. Power is the 
significant input there. Optimum production in those units 
cannot be attained without adequate and uninterrupted supply 
of power. There are 300 modern units in the lock industry in 
Aligarh which accounted for 50 per cent of the total output 
in 1987-88. Frequent power cuts in 1987-88 were responsible 
for the loss of output equal to 20 per cent of mandays. The 
request of the industry for more power was turned down by 
the U,P. State Electricity Board which needed power to 
emerges the tube-wells, pumping sets, etc., in the rural 
areas. The industry is also put to losses from the damage to 
plant and machinery following steep fluctuations in the 
power supply. The industry has to carry out extra repairs of 
the plant and machinery. 
It is fortunate that the town has access to the market 
all over the country. There are Grand Trunk Road and the 
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Railway Junction. The town has the means of transport of 
goods to all part of the country. The private truck 
operators' union, the Sales Tax, the Octroi duty and the 
frequent hikes in transport rates are some of the major 
problems concerned with the distribution of the products of 
Aligarh Lock Industry. The taxes and the freight together 
push up the cost which the Industry is unable to recoup due 
to stiff competition in the market. 
The cottage units and the small units both deserve the 
State assistance in the procurement of finance, raw-
materials and subsidies. The measures in the form of special 
agencies to assist the lock industry here would go a long 
way to rejuvenate and strength then the marginal units. 
Development of Aligarh Lock Industry: 
Socio-politico-economic factors did have profound 
impact on the pattern of development of Aligarh Lock 
Industry. The workshop for Postal Department in 1860 led to 
the birth of the lock industry in Aligarh. The workers who 
had received training in the workshop took to lock-making 
and became pioneer artisan entrepreneurs in lock industry. 
They carried out improvements in designing and techniques. 
Soon Aligarh Lock Industry became economically viable and 
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competitive in domestic market. Initially, there were 2000 
workers in the whole industry. The growing demand for the 
products of the lock industry sustained its growth and 
horizontal expansion. A number of successful enterprises 
were established during the first two decades of its 
existence. M/S Hiralal Jha, M/S Karim Elahi, M/S Nabi Bux 
were among the forerunners in the lock industry. The_se firms 
offered attractive wages to the workers from the workshop of 
the postal department to take up the work in their 
enterprises. They blazed a trail of success for other 
entrepreneurs to Join the industry, e.g., H.H. Johnson & 
Sons, Sparting &, Sons, and others. 
Aligarh Lock Industry received a shot in the ann during 
the world war I. There took place phenomenal growth in the 
industry. Investors received high rate of return on 
investment in the industry during the World War I. It 
attracted additional capital for investment in new lock 
manufacturing units. The industry expanded manifold. Trading 
firms came into existence to handle distribution of locks 
throughout the country. 
The profit was ploughed back in the enterprises to 
finance innovation and modernization. The galvanizing 
technique was adopted in 1923 to make the locks look 
attractive. It was easy for the workers to learn and 
S 
practice the galvanizing technique. 
The boom period did not last land^ , the lock industry 
was hard hit by the Great Depression of 1930s. Plummeting 
prices during the depression brought disaster for the lock 
industry. The industry was saddled with large inventories, 
excessive wage bills and mounting debts. Many firms were 
wound up as a result of unbearable financial losses. 
There ensued stiff competition at the end of the 
depression. The enlightened entrepreneurs in the lock 
industry visualized diversification as a panacea of their 
ills. The plan of diversification was supported by the 
government. It was necessary that the workers need be 
trained in the techniques of making new types of locks. The 
Government established the Metal Workshop School in Aligarh 
in 1935 for the training of workers. The government provided 
foreign exchange for the modernization of plants and 
machines. Machines were imported from Germany to make punch 
die locks. The industry made a successful bid to manufacture 
the suit-case locks which were hitherto imported. 
Subsequently, the industry created additional capacity to 
8 
expand production of punch die locks with indigenously 
forged devices for the domestic market. Semi-automation was 
also introduced in the industry when manual process was 
substituted by the mechanized process of polishing the 
finished products. The innovations brought down the cost, 
raised the labour productivity and profitability of the lock 
industry. 
The World War II period, 1940-45, was characterized by 
global inflation and scarcity of industrial inputs. The 
Aligarh Lock Industry was beset with scarce supply of 
inputs. This led to formation of the Manufacturers' 
Association and the Trader's Association to create healthy 
environment for mutual cooperation. The main objective of 
both the associations was to provide a forum to 
entrepreneurs for the pursuit of common production and 
distribution policies and to avoid wasteful competition. It 
was not the purpose of the associations to encourage 
monopolies in industry and trade. On the contrary, the 
association lent its helping hand to new entrepreneurs and 
promoted expansion in the production of locks as it is 
evident from the production worth Rs. 1. 5 lakh in 1944-45. •'• 
1. The Lock Times, All India Lock Manufacturers 
Association, Aligarh, 1987, p.7. 
The industry found it difficult to cope with ever 
increasing demand for locks during the World War II. It was 
not possible for the industry to instal additional capacity 
without capital, adequate supply to raw-material and trained 
workers. The price of brass scraps kept rising unabated 
during the war period. The price of the metal shot up from 
its pre-war level of Rs.2/- a kilo to Rs.l50/- in 1944.^ The 
steep increase in cost and scarcity of raw-materials forced 
the industry to reduce the size of the output. 
The immediate post-independence period was marked by 
social and political instability. There took place 
di3-investment in the industry for a brief period of four 
years, 1947-51. The industry could resume its normal 
functions only in 1951 when it appeared safe to transport 
goods, employ workers, borrow capital and realize the 
credits. 
The indifferent attitude of the State largely accounts 
for the stagnant position of investment in the Aligarh Lock 
Industry. The sales tax is particularly very heavy - 40 per 
1- The Lock Times, All India Lock Manufacturers 
Association, Aligarh, 1987, p.7. 
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cent advalorem^ - and it has made the Aligarh locks in-
competitive. The raw-materials supplied by the State 
agencies at controlled prices against licenses are 
sufficient to meet barely 40 per cent of the industry's 
requirements. The industry largely depends on local traders 
to fulfil the requirement for raw-material. The local 
traders charge monopoly price which escalates cost of 
production of the lock industry. On the contrary, the State 
governments of Haryana, Gujarat, Tamil Nadu and Punjab are 
looking after all types of developmental problems of the 
industry, e.g., steady supply of raw-materials, marketing, 
credit supply, tax incentives, subsidies and other forms of 
assistance. As a result, Aligarh Lock Industry has been 
losing market to those new lock manufacturing enterprises. 
The sales tax procedure in D.P. State in difficult or 
the artisan entrepreneurs to understand owing to illiteracy. 
It is difficult even for the factories to account for each 
stage of production which is divided into 15 -25 parts. "^  
1- Information given by the Lock Manufacturers Association, 
Aligarh, in response to Questionnaire, op.cit. 
2. Ibid. 
3. Ibid. 
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It would do if the State government has accepted the demand 
of the industry to introduce the single point sales tax in 
place of the existing multi-point system. 
The operation of the sales taxation system is arbitrary 
in the State as it is evident from the practice of realizing 
the tax revenue from small artisan entrepreneurs whose sales 
is far below the taxable limit; they are taxed on arbitrary 
bases since they are illiterate and cannot account for their 
sales. They suffer losses to the extent their income gets 
reduced after payment of sales tax. The State government 
should provide subsidies and other forms of incentives to 
cottage lock industry of Aligarh which can hardly survive 
the onslaughts of competition from modern lock manufacturing 
units in the town and outside. 
The Government of India has specified the new limits of 
investment to redefine the categories of industries. It is 
permissible to invest Rs.40 lakh in ancillary industry, 
Rs.35 lakh in small industry and Rs.l0 lakh in cottage 
industry and Rs. 1 lakh in tiny sector.-^ The Aligarh lock 
industry's investment averaged out at Rs.5000 per worker.^ 
1. Information elicited from District Industries Office, 
Aligarh, in response to Questionnaire, op.cit. 
2. Ibid. 
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It reveals a small capital base employed in the industry. It 
basically belongs to small and cottage sector which deserve 
State patronage. There are 380 units registered with the 
State Directorate of Industries and 50 per cent of the lock 
manufacturing units are owned by small artisans. The 
industry largely employs manual process of production. It 
seems unrealistic to list the lock industry of Aligarh in 
the small scale category. It is pertinent to redefine the 
nature of the lock industry of Aligarh to list it in the 
category of Cottage Industry. Disincentive to 
entrepreneurial activities has been set off by the 
indifferent attitude of the State towards the Aligarh Lock 
Industry. Flight of capital to other forms of investment 
does not bid well for the lock industry in Aligarh. 
Lack of interest on the part of the State government is 
also borne out by the state of affairs of State aided 
training institute which is not functioning. It exemplifies 
the utter neglect of training facilities to workers of the 
Aligarh Lock Industry. The red-tapism is responsible for 
1. Information elicited from District Industries Office, 
Aligarh, in response to Questionnaire, op.cit. 
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non-implement,ation of the government's own decision to scale 
down the sales tax to 3 per cent. Tala Nagri (Lock City) 
project for establishing industrial estate exclusively for 
the lock industry has met the same fate at the hands of the 
State officials. The neglect of the industry by the State 
has culminated into the closure of 20 per cent of the cycle 
lock manufacturing units. 
The Aligarh Lock industry has strained every nerve to 
continue to retain its old position as one of the kingspin 
in the economic development of the country. The Uttar 
Pradesh government introduced quality control measures in 
1954. The lock industry at Aligarh accepted the norms and 
conformed its products to the specifications as it is 
evident from Table 1 below: The table furnishes information 
about the quality marked locks since 1965-66. 
1. Financial Express, New Delhi, August 1988 
2. Ibid. 
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TABLE-I 
NOMBER OF FIRHS PRODOCING QUALITY MARKED LOCKS SINCE 1966 
Year 
1966 
1967 
19^8 
1969 
1970 
1971 
1983 
1986 
1987 
1988 
Firms 
43 
43 
43 
42 
40 
42 
41 
40 
40 
40 
Quantity of 
Quality Locks 
('000) 
100 
100 
1202 
111 
118 
126 
69 
55 
79 
30 
Value of 
Marked 
(Rs. 
Quality 
Locks 
'000) 
420 
475 
600 
705 
802 
350 
104 
1610 
2113 
777 
SODRCE: Information gathered by the Research Scholar from 
Lock Manufactures Association, Aligarh, in response 
to questionnaire, op. cit. 
NOTE: The figures for the year, 1988, are related to 25 
August. 
It is discernible from the table that the number of 
firms under the quality control scheme has veered around 40 
firms. The physical production of these firms touched the 
ever high at 1202 thousand locks in 1968 and the lowest in 
1988 at 30 thousand locks (estimated to produce 40 thousand 
by the end of 1988). The value added peaked in 1987 at 
15 
Rs.2113 thousand which slid to Rs.777 thousand (estimated at 
Rs.1000 thousand at constant growth rate for the whole 
year). 
It appears that the firms are increasingly opting out 
of the scheme due to lack of incentives from the State 
government. It would do well if the state government could 
have expedited the measures to ameliorate the problems of 
the lock industry which also occupies a place of pride as 
foreign exchange earner. The foreign exchange earned by the 
Aligarh Lock Industry during 1976-88 has been set out in 
Table 2 below: 
TABLE-2 
FOREIGN EXCSAM6E EARHED BY THE ALIGARH LOCK IHDOSTRY 
(1976-88) 
(Rs. in lakh) 
Year Export 
1976-77 121.60 
1977-78 82.15 
1978-79 71.00 
1979-80 69.00 
1987-88 44.00 
SOURCE: Information gathered by the Research Scholar, from 
Lock Manufactures Association, Aligarh. 
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The problems of . the lock industry in Aligarh are 
telling upon its exports which have declined precipitately 
from Rs.121.60 lakh in 1976-77 to Rs.44 lakh in 1987-88. An 
industry would not compete in foreign market without 
modernization and renovation. The industry does not have 
access to capita market to raise sufficient capital for 
financing modernization and renovation. The financial 
problem of the industry can be much eased if States 
guarantees payment of dividend or payment of interest and 
repayment of loan. 
CONCLOSION 
The Aligarh Lock Industry has completed two centuries 
of its birth .in 1860. It came into existence as a result of 
the British government's initiative to establish a workshop 
to make metallic locks for the postal department. The school 
to train workers was also set up simultaneously. The workers 
moving out of the workshop took to private lock 
manufacturing in the town on small scale. The two world 
wars provided impetus for the fast growth of the industry. 
The early momentum for growth which the Industry had 
received from the State has worn off due to indifferent 
attitude of the State towards its problems. On the contrary. 
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the new lock enterprises are receiving benefits of the State 
assistance in Haryana, Punjab, Gujarat, Tamil Nadu and other 
States. It has set off capital flight from the Aligarh Lock 
Industry. If the industry continues to be a victim of the 
State apathy, thousands of workers may face retrenchment. 
The industry contributes to the economic growth as a net 
foreign exchange earner. The State must expedite measures to 
ameliorate the problems of the Aligarh Lock Industry in the 
larger interest of the State which need be transformed into 
an industrial economy. 
CIS^PTBR - I I 
PROBLBH^AKD PROSPECTS OF ALI6ARH LOCK INDUSTRY 
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CHAPTER-II 
PROBLEMS AND PROSPECTS OF ALIGARH LOCK INDUSTRY 
In the preceding chapter, it has been observed that the 
Aligarh Lock Industry belongs to small sector. It employs 
1.25 lakh workers and produces locks worth Rs.58 crore. Its 
capital efficiency has lately declined to 1 • 4 as compared 
with that of 1:12 in other industries of the town. The 
reasons for deteriorating capital efficiency are being 
traced in he present chapter in a bid to find out solution 
to the industry's main problems. 
Steady supply of raw-material is the main 
prerequisite for an industry's smooth working. 
Interrupted supply of raw-materials exposes the investors 
to greater risk. It forces the industry to operate 
below 'Optimum level' and pushed up the cost of 
production. The industry's bid for downward adjustment 
between average cost of production and the price is rendered 
difficult by the sticky cost components; the wages, 
interest, rates, rent and insurance are sluggish to move 
downwards. It, as a consequence, leaves the industry a small 
profit margin. The industry seeks to overcome the problem of 
Estimated by the Research Scholar on the basis of 
information elicited from Manufecturer's Association, 
Aligarh, in response to Quehtionnaire, op.cit. 
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uncertain supply of raw-material by building up excessively 
large inventories of raw-materials. It involves substantial 
amount of working capital, J^ ie inventories account for 
reduction in the return on investment which does not 
favourably correspond even to 'opportunity cost' in a number 
of cases. 
The State licensing policy for procurement of raw-
materials at controlled prices is not free from 
shortcomings. In the first instance, the policy falls short 
of meeting the requirement for raw-material fully; the 
licenses have been issued to 100 firms out of 3000 lock 
units in the town, that are mostly owned by the small 
artisan entrepreneurs. The small entrepreneurs get the 
supplies from traders at exorbitant prices. Generally, such 
units operate at break-even point and, have failed to 
generate surplus for growth. The commercial banks are 
hesitant to meet their short-term credit needs. 
Preoccupations of the commercial banks with safety, 
liquidity and return are main barriers between the artisans 
of small units and the bankers; they do not have access to 
the organized money market. The traders who extend credit to 
the artisan entrepreneurs have got the firm hold on the Lock 
Industry of Aligarh. 
c 0 
Power cuts add to the woes of the industry. It has hit 
the lock industry in terms of idle capacity and high cost of 
production. Though the Aligarh Lock Industry is largely 
labour-intensive, there are some mechanized processes of 
production which cannot be performed without power, viz., 
polishing. Manual process of polishing is inefficient and 
costly. It, therefore, employs mechanized process of 
polishing. 
The problems of the Lock Industry are compounded by 
hikes in power rates from 0.60 paise to Re.1.25 paise during 
1980 and 1988. Both the power cuts and the steep rise in 
power rates have escalated the cost of production. It is 
unlikely for the industry to raise price of its products in 
the midst of stiff competition from the rivals in other 
states. It accounts for the erosion of profitability of the 
Industry. 
The marketing system of the Aligarh Lock Industry has 
its own shortcomings. The well organized firms have built up 
marketing system for distribution of their product direct to 
1. Information elicited from Management of P.P. Products, 
Aligarh, in response to Questionnaire, op. cit. 
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the consumers, particularly to the government and state 
agencies. They also have multiple shop system in 
metropolitan cities, viz., Bombay, Calcutta, Madras, and 
Delhi. The cost of sales is increasing both in absolute and 
relative terms. It can be reduced if the industry is able to 
raise its output. 
The unorganized sector of the Aligarh Lock Industry 
that comprises the small artisan entrepreneurs does not have 
any marketing system of its own. They work for the 
middlemen. They make locks to the order of the middlemen. 
The artisans are not in the stronjg bargaining position in 
regard to the price of their output. The bargaining strength 
is weakened by their total dependence on the middlemen for 
credit to buy raw-material and tools. The artisans have to 
sell their locks to the middlemen at un-remunerative prices. 
On the contrary, the middlemen sell the same outputs at high 
prices and appropriate to themselves the lion's share of the 
revenue. The middlemen are also known to be selling the sub-
standard locks without quality marking, though the U.P. 
State Government had introduced the scheme of quality 
marking in 1951 to safeguard the consumers' interest on 
voluntary basis. The fiaudulent practices of the middlemen 
can be checked if the scheme is made compulsory. 
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Inefficient organization and management of the Aligarh 
Lock Industry has much to account for low profitability. Its 
organizational structure is weak and unscientific. Two-third 
of the industry is composed of proprietary cottage units 
owned and managed by poor illiterate artisans. Such units 
are scattered all over the town. They operate with scanty 
capital base. In the absence of steady demand, the cottage 
units manufacture locks for the middlemen. The artisan 
owners receive finance and raw-material from the middlemen. 
The earnings from manufacturing operations are hardly 
sufficient to fulfxl the basic needs of their families. The 
artisan owners have little surplus to meet working capital 
requirements. 
The second largest segment^f the Aligarh Lock Industry 
comprises partnership firms of different size. They operate 
with the capital contributed by partners. They hire workers, 
employ semi-automated process of production and supply 
output to a relatively wide market. Th ough the partnership 
firms enjoy definite advantages over the proprietary units, 
they do not admit of expansion because the partners are 
averse to risk. They pursue conservative policy which also 
explains the absence of leverage in the capital structure of 
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the partnership firms. Private limited companies and the 
co-operative form of business organization are insignificant 
in the Aligarh Lock Industry. It is worth suggesting that 
the government should encourage development of the latter 
form of business in the Aligarh Lock Industry. It seems to 
be attainable if preference is given to private limited 
companies and the cooperative from of business in providing 
facilities in the proposed talanagri, a version of 
industrial estate. 
Financial constraints are the crux of the problems 
confronting the Aligarh Lock Industry. The industry has the 
need for long term and short term funds. The long term 
capital requirements are related to investments in building, 
plants and machines, fixtures and fittings, etc. The fixed 
assets of the industry have the book value of Rs.135.9 
crore. Additional investment of Rs.600 crore will be 
required for modernization of the industry. The industry 
does not have surplus and reserves to finance modernization 
without borrowings^^/ The commercial banks, financial 
institutions and the supportive government agencies are 
Information elicited from Lock Manufactuers' 
Association, Aligarh, in response to Questionnaire, 
op.cit. 
Ibid. 
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unwilling to commit funds to the projects of the Aligarh 
Lock Industry. It is suggested that a consortium of the 
commercial banks and other financial institutions can find 
ways and means for the industry to implement the projects 
for expansion and modernization. The funds to be provided to 
the Aligarh Lock Industry would go a long way to realizing 
he social objective of creating employment opportunities. 
The industry is labour-intensive since it creates more jobs 
per unit of capital invested than the medium and the large 
sector of industries. In other words, the technology is 
neutral to scale in the Aligarh Lock Industry. 
The total requirement for funds should be estimated by 
taking into consideration the needfbr the working capital. 
The working capital far exceeds the fixed investments of the 
industry. The average size of the working capital relatively 
to the fixed capital stands at 3:1. There has been a 
perceptible rising trend in the working capital over a 
period of time. It is traceable to ever growing amount of 
inventories, book-debts and bills-receivable. Erratic supply 
of raw-materials, power fluctuations and stiff competition 
1. Estimated by Research Scholar on the basis of 
information in response to Questionnaire, op. cit. 
r.5 
account, for the growth of the working capital. There has 
been negligible difference between the temporary and the 
permanent level of working capital. A few firms are able to 
partially to fulfil the working capital requirements out of 
overdrafts and cash credits. The industry has largely to use 
its permanent capital to finance the working capital 
requirements. The burgeoning working capital does not 
portend well for the growth of the Aligarh Lock Industry. It 
tends to depress the profitability of the industry. It calls 
for rationalizing the marketing and production process in a 
bid to reduce the operating cycle. To a level obtaining in 
the rival units of other States, e.g., inventories equal to 
a month's production, bills and book-debts equal to 2 per 
cent of sales to be realized within a month. The study does 
not reveal any predetermined norms followed by the 
management of the Aligarh Lock Industry. 
Financial problems of Aligarh Lock Industry have been 
compounded by the U.P. State Taxation Policy. Sales 
exceeding Rs.12000 within the State is taxed at the rate of 
6.6% and at 4% for sales outside the state. Besides, 
1. Estimated by Research Scholar on the basis of 
information in response to Questionnaire, op.cit. 
2. Information elicited from Lock Manufacturers' 
Association, Aligarh, in response to Questionnaire, 
op.cit. 
^6 
surcharge at 1/2% is levied on the sales beyond Rs.2 lakh. 
Further, the effective tax rate is many time the original 
sales tax rate since each of the intermediate products is 
regarded as a final product for the sales tax purpose. There 
are fifteen different processes undertaken in separate and 
independent small units which are scattered all over the 
town. It is a sales transaction for sales tax purposes when 
they are handed over to units engaged in assembling the 
parts into a finished product. It is fair to estimate that 
the effective sales tax rate is 56% as a result of multiple 
sales taxation system. The sale tax in U.P. does not compare 
well with that practiced in other states. Besides a low tax 
rate, the other states exempt the intermediate products of 
small units, and provides tax incentives for sales growth. 
The small entrepreneurs, largely comprising the 
artisans, are illiterate and find it cumbersome to comply 
with taxation rules and regulations. They do not usually 
maintain proper books of accounts. The sales tax 
administration determines ad hoc tax liability. The small 
entrepreneurs, In the absence of tax planning, are put to 
Information elicited from Lock Manufacturers' 
Association, Aligarh, in response to Questionnaire, 
op.cit. 
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great distress's they have to resort to distress sales for 
cash to meet the tax liability. As a consequence, they have 
to incur heavy losses. 
The multiple sales taxation and the ad hoc approach of 
sales tax administration in the case of illiterate small 
entrepreneurs, in fact, account for much erosion of funds 
from operations. It weakens the resource position of 
Aligarh Lock Industry. 
New units in the industry do not enjoy the same tax 
incentives here as those in Gujarat, Tamil Nadu, Haryana and 
Punjab. The lock units outside U.P. enjoy a longer tax-
holiday period, viz., 5 years as compared with that of 3 
years in U.P. The disparate taxation policy puts the new 
units on a losing ground in a keenly competitive market. It 
acts as a severe constraint on their efforts to break-even 
early. 
It is traceable to inefficient production processes of 
production in Aligarh Lock Industry, ranging from inadequate 
supply of raw-materials to idle capacity. In 1988, locks 
Information gathered by the Research Scholar from 
District Industries Office, Aligarh,in response to 
Questionnaire, op.cit. 
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worth Rs.50 crores were manufactured by the Lock Industry. 
Produc'*",ion can be stepped up provided sufficient raw-
material is available. Brass-and-iron-sheets are the main 
raw-materials in lock manufacturing which are largely 
procured from the local market at exorbitant price. It is 
suggested to widen and streamline the public distribution 
system of the iron and brass sheets for Aligarh Lock 
Industry. 
Labour, together with raw-materials, constitutes major 
component of the cost. Most of the processes in lock making 
involve manual labour. It is difficult to standardize the 
product because locks are made to suit the requirements of 
suppliers and customers. Lack of standardization is largely 
responsible for poor quality control. The wastes also result 
in lock making due to manual process. It is suggested to 
establish research and development centre, for modernization 
of lock making techniques and standardization of the 
product. 
As observed earlier, there are quite a few registered 
firms in Lock Industry at Aligarh. Legal formalities and 
delays in registration of new units discourage entrepreneurs 
Information gathered by the Research Scholar from Lock 
Manufacturers* Association of Aligarh, in response to 
Questionnaire, op.cit. 
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to get their firms registered. On comparison it is found 
that most of the entrepreneurs in lock making units are 
illiterate and Unacquainted with rules and regulation. The 
predominance of unregistered units add little to the value 
of the locks. 
Relatively low value added by those units to the result 
of inefficient manual process in lock making due to small 
number of innovative entrepreneurs. High cost of production 
and lack of diversification both have contributed to 
dwindling productivity and substantial idle capacity. 
Besides, inadequate availability of working capital has 
added to the woes of the industry. It has been obseirved in 
the foregoing paragraphs that commercial banks are not 
willing to supply working capital due to poor recovery of 
loans from small units. It is suggested to set up 
specialized financial institutions to look after financial 
needs of small entrepreneurs in the lock industry. 
The Aligarh Lock Industry problems also emanate from 
insufficient number of skilled workers though traditional 
system of on-the-job training, the Industrial Training 
Institute and the National Small Scale Corporation, Aligarh 
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have been training workers, but the training centres are ill 
equipped to fulfil the demand of the industry for skilled 
hands. Unskilled workers come from nearby villages to work 
in lock factories daily. They are generally migratory labour 
force a factor underlying the indiscipline. Different 
channels of recruitment of labour ar used in the industry. 
The method of recruitment through intermediaries is 
frequently used to employ the artisans. This system of 
hiring workers has been abused by agents in exploiting. It 
is worth dispensing with recruitment of workers through 
agents to eliminate exploitation. 
For casual vacancies, direct method is used. 
Recruitment of relatives of workers and owners is the 
commerce practice in the industry. The favourites and 
nepotism in harmful to the industry itself in the long run. 
Employment Exchange is not notified for listing workers of 
desired qualifications. 
Though the workers of Aligarh have acquired proficiency 
they are adversely affected by such problems as hazardous, 
working conditions, including small space, unventillated 
rooms, smoke dust and dirt especially in polishing which 
afflicts the workers with tuberculosis. Health of workers is 
ruined by malnutrition. 
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Factory laws for safety are not followed by lock 
factories. Even baste amenities, like latrines, spittoons, 
canteens, etc. are not provided to workers. The workers in 
Aligarh Lock Industry do not have the benefit of free 
medical service. The low-paid cannot afford medical expenses 
in case of serious disease. Workers are thrown out of job 
when they are seriously afflicted with industrial disease. 
Lack of adequate medical care tells upon the health and 
efficiency of workers. In my opinion the state government 
should be strict in promoting social welfare of workers in 
Aligarh Lock Industry. 
It is pathetic that workers here are overworked. They 
have to worK longer than 8 hours at a stretch. The workers 
have no provision to avail of paid holidays and leave in the 
lock factories. The owners are able to deprive the workers 
of such benefits by hiring workers on temporary basis. 
In lock industry, workers receive piece wage except the 
supervisory staff. The piece wage fails to guarantee stable 
in come because it is not coupled with minimum wage. 
Earnings of workers are further reduced dude to power break-
downs , shortage of raw materials and poor maintenance of 
machines. Though the Factory Act provides for minimum wage, 
its provisions are circumvented by means of forged wage 
bills. 
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The benefits of bonus and provident fund are not 
available to workers generally. As a consequence, the 
workers' future remain un protected in the event of 
unforeseen circumstances. The remain poor and indebted and 
the survivors have no economic support in case of death of 
bread earner. 
Apathy of employers is manifested by it is the direct 
attribute of sickness, disability and disenchantment. In 
view of the findings in the foregoing paragraph, welfare 
measures will go a long way in improving labour efficiency 
and industrial relations. In the absence of the welfare 
schemes, they are prove to go slow in work and lose loyalty 
and devotion. 
The employers take labour for granted since they are 
not organized. The Chakoo-Tala Mazdoor Sangh' is not 
effective because of the worker's being largely temporary. 
The Union is quite incapable to redeem it failed to have any 
visible impact on workers condition its commitments to 
promote the worker's welfare. 
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CONCLOSIONS 
Synoptic view of the return on investment reveals 
declining trend; the rate of return has fallen from 27% in 
1977-78 to 20% in 1987-88, the cost of capital has shot up 
from 16% to 25% during the corresponding period. It accounts 
for erosion of capital base of the industry. 
Besides, the capital structure has much to account for 
variation in cost of capital since overall cost of capital 
is the average cost of equity and debentures. VHiich 
fluctuates within the upper limit of the cost of equity and 
the lower limit of debenture. It would be facile to hasten 
to infer that the cost of capital infinitely declines with 
ever growing leverage in capital structure. It is admitted 
that financial beyond a limit raises the cost of leverage 
a limit, the equity and off-sets the benefit of low cost of 
debentures, of capital uncertainties about the anticipated 
return following higher fixed charges when greater financial 
leverage is used. 
Capital structure of Aligarh Industry comprised equity 
debt in the ratio of 1:6 in 1987-88 as against 1:2 in 
1977-78. The industry is being viewed risky by investors due 
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to heavy debt-equity ratio in the capital structure. It is 
not to deny that financial leverage is to be used when there 
is favourable impact on the value of firm. In other words, 
the leverage is justified if the firm can succeed to raise 
earnings. The case study in the foregoing part of the 
present chapter lays bare the failure of the Aligarh Lock 
Industry to raise its earnings by means of adding more debt 
to the capital employed. 
The problem has been examined to gauge. Net worth as 
the measure of management's efficiency. The empirical study 
reveals erosion in net worth largely due to high debt-equity 
ratio and falling profitability. As a consequence, the 
Aligarh Lock Industry is regarded a risky venture by 
investors in comparison to other industries in the town. 
Besides, the industry has been adversely affected by 
spiraling prices of the raw materials, excises duty, sales 
tax, the corporate t&x., the freight, the power charges etc. 
These factors, taken together, account for as much of cash 
outflow as 3 per cent of the sales proceeds. 
The larger impact on profitability is traceable to such 
factors as increasing competition in the product market, 
especially since the establishment of lock units in other 
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states. Besides, infrastructures provided by other state 
government, the new units are modern and more efficient than 
the Aligarh Lock Industry. It explains the faster growth of 
Lock Industry outside U.P. The state government, to make the 
Aligarh Lock Industry economically viable and competitive 
should implement the plan of Talanagri at Aligarh at least 
for lock units owned and run by the artisans in their homes. 
Talanagri would yield the advantage of large scale 
economies, foster the spirit of co-operation, provide the 
opportunities to mutual help and cooperation as well. 
Besides, the residential areas of the town would be free 
from pollution when the lock units are removed to Talanagri. 
To enhance productivity, it is necessary to have 
facilities for proper training of workers. It is a tragic 
commentary that the state Training Centre in Aligarh has not 
been functioning since long. The State should revitalize the 
training facilities and equip it with modern techniques. 
Trained workers and modernization of the industry are 
both indispensable to higher productivity. The small 
entrepreneurs do not have adequate funds to undertake the 
exercise. The state government should provide subsidized 
loans to entrepreneurs for modernization. 
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The production has, at times, been severely affected by 
power cuts. The State Electricity Board should ensure steady 
supply of power. It would be appropriate to determine the 
quota of power as the minimum requirements of lock industry 
to be fulfilled on priority basis and if possible the target 
should be exceeded to help the industry produce more. 
A little investment in human capital by way of labour 
welfare schemes would go a long way in raising the labour 
productivity. The labour welfare schemes impart a sense of 
dignity to the workers. At present, the lock factories at 
Aligarh lack even the basic amenities, viz, lavatories, 
catering facilities, rest places during recess for lunch, 
etc. There must be a change in the process of recruitment 
and selection, payment of wages. The factories largely 
employ temporary workers to circumvent provisions of the 
Factory Act. The migratory, labour breeds indiscipline and a 
path among workers. Besides, there should be recruitment of 
workers on permanent basis. They must be allowed to form 
associations and unions as a step to foster the spirit of 
co-operation. It would serve as a forum for workers to 
undertake, activity of common interest and to play leading 
role as partner in the progress and prosperity of the lock 
industry, through higher productivity. 
37 
The lock industry prospects are linked to better 
organization. I have ventured to analyze the problem of 
organization in the succeeding chapter. 
CHAPTER-III 
ORGANIZATIONAL CONfRAINTS IN ALIGARH LOCK INDUSTRY 
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CHAPTER-III 
ORGANIZATIONAL CONSTRAINTS IN ALI6ARB LOCK INDUSTRY 
The preceding discussion has brought to light the 
parameters within which the Aligarh Lock Industry is 
working, viz, the managerial problems, the financial 
difficulties, the inefficient production process, and "thft 
labour problems as well. The cumulative effort of these 
constraints on the industry have been telling upon the 
investors heavily if reckoned in terms of firm's net work, 
profitability, gross turnover, productivity and labour 
turnover. It appears relevant to extend the inquiry to 
organizational constraints in a bid to suggest the remedial 
measures. 
Pattern of investment indicates that the cottage units 
predominate the Aligarh Lock Industry. There are just 25% of 
the firms independed of middlemen. Those owned by artisans 
belong to cottage sector. They entirely depend on the 
middlemen's support. Such firms constitute 75% of the 
existing units in the Aligarh Industry. 
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The following "table corroborates the above analysis, it 
may be inferred: 
TABLE-I 
S.No. Typed of the firms Per cents and Units 
in a group 
2. 
3. 
Films manufacturing lock on 
their personal accounts 
Firms manufacturing locks 
for middlemen 
Firms manufacturing locks on 
behalf of both 
25% 
35% 
40% 
All types of firms 100% 
SOURCE: Information gathered by Research Scholar from the 
DLO, Aligarh. 
It may be inferred that one-fourth of the firms have 
invested capital enough to organize production and marketing 
of their products. Most of them (75% of the firms) are the 
house-hold units manufacturing locks for traders and shop 
keepers in the local market. The middlemen provide working 
capital which is normally adjusted against the value of 
products supplied by artisan . Such units invest no capital 
in fixed assets and do not employ regular workers. In brief, 
Aligarh Lock Industry is largely unorganized. 
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I. Legal Classlfica'bions: 
Law Classifies enterprises according to ownership into: 
(a) Sole Proprietorship (b) Partnership (c) Hindu Joint 
Family Enterprises (d) Joint Stock Companies, and (e) 
Cooperative Societies. 
The Sole Proprietorship Organizations are run by single 
owner. Family members and the others may render assistance 
to the owner in the business activities. Owner assumes 
unlimited liability in conducting business operations. He is 
averse to expansion beyond a limit lest the risks should do 
too excessive. The unlimited liability, of course, outweighs 
advantages of sole proprietorship. The Aligarh Lock Industry 
comprises 3/4 of the sole proprietors. All the management 
activities are performed by the owner, viz., financing, 
production marketing, etc. He supervises, controls and 
coordinates the production and marketing activities. 
Small size of capital locks of innovation and 
managerial competence contribute to the retarded growth of 
sole proprietary firms. Quality of lock is inferior as the 
sole proprietor is unable to watch auad control performance 
of workers. The traditional and outmoded technique of 
production is not helpful in improving the quality of the 
41 
product. They manufacture single lever locks for local 
market at small profit margin. The small cottage units of 
the sole proprietors do not procure raw materials of higher 
grade owing to prohibitive prices. He does not enjoy 
bargaining strength in the market because of low liquidity 
of their business to discharge current liabilities. They 
resort to distress sales at un-remunerative price.^ 
The Sole Proprietorship comprises 2600 units similar to 
master craftsman's factories of the early Britain, such 
owners handle production process themselves. Their problems 
do not vary from those of the sole proprietors in major 
areas of management, viz., financial, production, marketing, 
etc. 
The problems experienced by Sole Proprietors led to 
formation of partnerships. The partnership firms employ 
large capital and other physical resources. They employ 
permanent workers in production units of the firm. Credit 
worthiness of partnership firms is well established in the 
money market. Inventories of products, the railway receipts, 
the transport receipts and the plants, machine are 
1. Information obtained by the Research Scholar from 
District Industries Office, Aligarh. 
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acceptable to banks as securities. They enjoy good-will in 
the product market as well. The enlightened entrepreneurs in 
partnership firms have installed machines for bulk 
production. They carry out changes in designs and quality of 
locks. There are about 300 partnership firms in Aligarh Lock 
Industry handling 45% of the total market supply.^ 
Joint Family Enterprises have origin in family 
traditions to run business jointly. Capital is contributed 
by one or more families. Management and ownership is held by 
them jointly. Such organizations do not usually suffer from 
mutual mistrust and misunderstandings. However, the joint 
family organizations are not free from short coming, viz, 
unlimited liability, disintegration of joint families, 
limited resources and lack of entrepreneurship, etc. As a 
result, the joint family organizations are perceptibly 
becoming less important. 
In the post-independence period, there has been a 
change in the pattern of organization of Aligarh Lock 
Industry. With the development of economic infrastructures 
and availability of institutional finance, company form of 
Information obtained by the Research Scholar from 
District Industries Office, Aligarh. 
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organization has come up. There are certain merits of the 
company form of organization. The companies Act, 1956, 
grants entity to the organization, that is, organization is 
independent of owners. The liabilities of the owners, who 
are the shareholders, is limited to the unpaid value of 
shares. There is separation between management and 
ownership. Law reserves the right of owners to 
accountability and change in management. Directors are the 
representatives of owners to fulfil the mandate enshrined in 
memorandum of association. The management is obliged to 
maximize the net worth of the firm which ultimately benefits 
the owners. 
Nevertheless, the companies Act distinguish between 
private limited and the public limited companies. A private 
limited company is established by limited number of private 
individuals (from 22 to 50) who are relatives and friends 
with restricted transferability of shares. The companies Act 
does not require a private limited company to issue 
prospectus and obtain certificate to commerce business 
before undertaking actual business operations. Relaxation in 
certain respect in the private companies is a moot point of 
ownership of capital which is invested by families and 
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friends. However, the private companies do not have 
resources enough to undertake capital intensive projects due 
to limited capital and low net worth of the firms as 
compared with public limited companies. Large capital can be 
raised by the public limited companies because of the 
unlimited number of shareholders. Management feels 
independent to launch plans of expansion, modernization, 
diversification and renovation with funds to be raised in 
capital market be means of new issues of shares and 
debentures. Success or otherwise is quickly reflected by 
variations in stock rates. Public Ltd. companies enjoy 
confidence of the investors. 
As for as Aligarh Lock Industry is concerned the public 
limited companies are conspicuous by their absence. The 
industry comprises 70 per cent of proprietorship and 
partnership firms, 25% of private limited companies and 5% 
are the miscellanceous types of organizations. The reasons 
for predominauice of proprietorship and partnership consists 
conservation illiteracy and ignorance of entrepreneurs. They 
are reluctant to shift their units to industrial estates, 
adopt modern forms of organization and the techniques of 
production. Quite a few entrepreneurs are educated and 
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dynamic enough to form the joint stock companies. The 
private limited companies are integrated units all processes 
of lock making are completed under one roof. 
Cooperatives are the latest addition to the forms of 
organizations in the Aligarh Lock Industry. Cottage units 
are handicapped by shortage of raw materials and competition 
in the product market. The twin problems made the cottage 
units completely dependent on middlemen who exploited the 
artisiua manufacturers of locks. They are looked upon as a 
panacea to help the cottage units with the problems of input 
and output management. In 1949, Audyokik Kalakar Sahkari 
Saunitti was formed to supply raw materials at controlled 
rates and market the finished products of the cottage units. 
The Cooperative Society was established with authorized 
capital of Rs.5 lakh, divided into 50000 shares of Rs.l0 
each. Management is entrusted to directors to be elected by 
members. Voting rights, unlike the company form of 
organization, ar not linked to number of shares. In case of 
the cooperative society one member holds one vote. This 
principle is followed to avoid predominance of majority 
share holders in the management. 
Information obtained by the Research Scholar from 
District Industries Office, Aligarh. 
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Rift, among the directors in early 1980 led to the 
closure of the society for several years. With the 
constitution of a new board, the Society has 
started functioning again. Though Government of India, to 
promote Cooperative Sector in the Aligarh Lock Industry is 
buying locks from the Cooperative Society, noting that, the 
future of cooperative society lies on the quality of the 
board. 
Following table provides on insight into the legal 
status of enterprises. 
TABLK-II 
SHOWING THE DISTRIBUTION OF ENTERPRISES ACCCKDING TO THEIR 
LEGAL STATUS AND THE PERCENT OF WORK DONE 
Legal status of the No. of Firms Percentage 
Enterprise Firms Ratios of Computed 
Individual Entrepreneurs Firms 2115 
Joint Family Firms 187 
Partnership Firms 685 
Private Limited Company's 12 
Cooperative Society 1 
70.510 
6.220 
22.822 
1415 
083 
40% 
11% 
25% 
15% 
9% 
Total 3000 100000 100 
SOURCE: Lock Manufactures And Traders Associations, 
Aligarh, U.P. Report for the year 1988, pp.3-7. 
II. Kinds of Organization of Pzxxluc'tion: 
Firms may be classified into different types as they 
operate on divergent scales with different marketing 
systems. The industry consists of firms employing substantial 
capital and workers. They undertake marketing activities for 
direct sales to consumers. A large number of artisan 
entrepreneurs are also there in the industry who either make 
locks on their own behalf or on behalf of the middlemen and 
traders. The organization of firms vary from unit to unit 
according to the type of marketing systems. A brief 
description of such a classification is presented in the 
following paragraphs. 
(a) Independent Workers: 
The self-employed lock workers are entrepreneurs. They 
assemble physical resources and labour. Workers are the 
members of family. Such self employed workers plan 
production, prepare marketing strategies and coordinate 
activities of all the family workers engaged in different 
processes of lock-making. The small scale of operation is 
attributed to scanty capital invested in the business. It is 
difficult for them to procure raw materials in bulk or 
undertake bulk production. They are not financially strong 
48 
to offer attractive terms and conditions to consumers in a 
competitive market. The standardization of production 
process with division of labour cannot be introduced by the 
self-employed workers. In a desperate bid to affect cash 
sales they report to distress sales of finished products at 
nominal profit. Their borrowing capacity is insignificant 
for additional funds for investment in business. It adds to 
deterioration in financial position of the self-employed 
lock workers. 
(b) Production in Factory Premises: 
On the other extreme and of the scale are the firms 
which are fully organized. They have established 
relationships between workers and jobs. Workers are given in 
the factory all the basic facilities to complete a given 
job, viz., space, tools and equiiMnents, raw materials etc. 
The management undertakes planning of production, schedules 
to complete the job and targets for individual workers. 
Mistries (Foremen) instruct workers about the methods of 
completing the job. The workers are under strict control and 
supervision of the management for regulation production. To 
1. Information obtained by the Research Scholar from 
District Industries Office, Aligarh. 
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fulfill the target as well as for maintaining the quality, 
the whole job is divided into smaller units to be competed 
by individual workers. A worker in such firms does not 
perform the whole job, he is engaged in one process to 
produce a past of the product, workers are paid piece wage. 
Higher wages are received by the efficient workers. Thus, 
there is mounting pressure on the workers to work with 
maximum speed nonstop for higher earnings. Although such a 
wage system is liked by workers who are rewarded for 
efficiency, yet it leads to health hazards as the workers 
begin to feel worn out after a spell of nerve wrecking 
pressure for greater work to earn more for a better life. 
(c) Workers Production Outside Factory Premises: 
Firms employ workers to make locks at their homes with 
their own tools. Employers provide only raw materials to the 
workers and wages are paid on piece rate basis. This type of 
organization of production is quite traditional. It has been 
practised ever since the inception of lock industry in 
Aligarh Workers follow instructions of their employer in 
respect of the management on production standards, quality. 
Information obtained by the Research Scnolar from 
District Industries Office, Aligarh. 
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quantity, designs, types, etc. It results in much waste of 
time and materials. Workers are poor but contended with 
daily earnings sufficient only for basic needs of life. They 
have no incentive to increase production for higher earnings 
as the raw materials are supplied for small outputs. It is 
beneficial to small entrepreneurs who have no factory 
premises or capital for tools and equipment. The capital 
needed by such employers is not more than what is required 
for the daily procurement of raw materials and the wages to 
be paid at the end of the days work. Sometimes, employer is 
unable to pay wages to workers, putting the workers under 
financial stress and strains. Workers get Indebted for want 
of payment of wages. It reveals the fact that such 
traditional workers are so poor as they live from hand to 
mouth. 
Information obtained by the Research Scholar from 
District Industries Office, Aligarh. 
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Following table furnishes classified information about 
the type of organization of production with share of each in 
employment of workers and the total output. 
TABLK-III 
Types Production % of Workers % of Work done 
Organization Employed by them 
Independent Workers 10% 5% 
Production in Factory Premises 30% 40% 
Production Outside Factory 60% 60% 
Premises 
SOURCE: Compiled and Computed by the Research Scholar. 
The information in Table-III above brings into sharp 
contrast the size of employment and the volume of output in 
different types of organizations. The cottage units are the 
predominant form of organization in Aligarh Lock Industry 
with 60% of share each in employment of workers and value of 
output, followed by factories and independent artisan-
entrepreneurs . 
III. Unclassified Organizations: 
There are diverse ancillary organizations attached 
Aligarh Lock Industry, viz., marketing organization, 
ancillaries, polishing units. A brief review of such 
organization is presented in the forthcoming paragraphs. 
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(a) Marketing Organ!sations: 
Marketing organizations are ovmed by middlemen. Their 
main functions are related to procurement of raw-material 
for the artisans to manufacture locks as per specifications 
of the orders. They engage salesmen to tour important market 
centres for orders. The Mistries are the supervisors of the 
artisans manufacturing locks for marketing organizations. 
Mistries are paid salaries for the supervisory duty. 
Artisans are paid wages on piece rate basis. It goes without 
saying that efficiency of workers get premium under piece-
wage system. Its serious defects lie in mounting tension for 
speed of work to earn higher income. It tells upon the 
health of the workers severely. There are no social security 
schemes in the event of serious illness or accidents. 
Financing of manufacturing operations is significant 
function of the marketing organizations. The orders to be 
executed by artisans are accompanied by advance payments of 
the value of finished products. It saves artisans the 
botheration about delay in payment. There is also no risk of 
the return of goods sold at the marketing organizations 
produced by artisans with Mistries assuming according to the 
specifications of the mistries under whose supervision they 
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work. Nevertheless, the system is found corrupt in-so-much-
as the valuing of products is concerned. Artisans are not 
paid a fair price owing to acceptance of commitment money. 
Consumers complain about inferior quality of locks supplied 
by the marketing organizations. It is also responsible for 
the growth of bogus firms which vanish with advance money 
collected from consumers. Such malpractices have created bad 
reputation for the Aligarh Lock Industry. It is worth 
eliminating the bogus firms. 
(b) Ancillaries: 
Ancillary organizations are helpful to the lock 
industry in finishing products. It includes the units 
engaged in making various parts of the lock, e.g., plates, 
shackles, key, body, etc. The ancillary units are the 
essential segment of the industry. Such units are run by 
family members on small scale with limited resources. Lock 
manufacturing firms are their customers who usually fix 
price at as low a level as possible. The poor artisans are 
subject to undue exploitation by the manufacturers of locks. 
Information obtained by the Research Scholar from 
District Industries Office, Aligarh. 
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Packing is ancillary to lock industry as well. Several 
workers are engaged in the preparation of card-board boxes. 
The old practice of making boxes manually is gradually 
disappearing with the use of step-ling machines and iron 
press fitted on stands. This method of card board boxes is 
gaining popularity with the manufacturers for the cheapness 
and publicity. Names of firms with brands printed on card-
board boxes are the media of advertisement. 
Job manufacturers perform ancillary activity in the 
lock industry. There are many units which undertake such 
jobs for manufacturers as drilling in making holes by boys, 
etc., they are paid per job. It is economical to the firms 
to engage the job manufacturers rather than create the 
facility in their own organizations. 
(c) Electro-Plating and Polishing: 
Electro-plating and polishing is the final phase of 
lock industry. There are 1000 units approximately engaged in 
electro-plating and polishing. In this process 4000 workers 
are employed, though the mechanical process is substituting 
the labour intensive techniques. Locks are polished when 
they are complete in every respect. 
Information obtained by the Research Scholar from 
District Industries Office, Aligarh. 
2. Ibid. 
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Sugges-blons and Conclusion: 
A brief resume of lock industry's organization 
discussed earlier brings forth the main characteristics, 
viz., lack of planned development of the industry, 
unenlightened entrepreneurship, dominance of middlemen, 
exploitation of artisans in the forms of high interest 
charged by money-lenders, high cost of production due to low 
productivity, and lack of modernization. Following 
suggestions would be of value in improving the 
competitiveness of Aligarh Lock Industry. 
(1) Product of the lock industry should be standarised to 
minimize cost and maximize the return. Standardization would 
begin with the scientific division of labour. The programme 
would succeed if appliances, tools, equipments and raw-
materials are also of specific standards. 
(2) Workmen are trained by traditional methods in the use of 
antiquated tools. It calls for creation of facilities for 
training of workers in modern techniques of production. 
There are however, some centres to impart training to 
workers, viz., Industrial Training Institute, Aligarh, and 
the Government Pilo-c work shop, Atrauli (Aligarh). The 
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Government Metal Working School has not been working for 
quite a long time Industry would be unable to match efforts 
put in by its counterpart in other states in the endeavour 
for higher labour productivity. 
Inadequate working capital does not permit the small 
entrepreneurs to take advantages of bulk purchases of raw-
materials. Small units get the supplies of basic materials 
from local market at very high prices. It pushes up the cost 
of production. Such firm suffer from retarded growth, as a 
result. It is worth suggesting to form cooperatives for 
procurement of raw materials for its members. 
The problem was taken up for resolution by the Aligarh 
Lock Manufacturers And Traders Associations, etc. The two 
associations draw members from firms of different size and 
activities. Lock manufacturing firms are the members of the 
Aligarh Lock Manufacturers Association. The cottage and 
small units have formed other associations, viz, Bhartiya 
Lagu Udyog Sangh, U.P. Light Industries etc. 
There are 385 manufacturing units and 200 lock traders 
associated with the Aligarh Lock Manufacturers and Traders 
Association. Till recenrly, the association could get raw-
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materials from the Government for distribution among its 
numbers at no profit no loss basis. The quantity of raw 
materials was not adequate to meet requirement of the member 
units. As revealed in the Association's reports, government 
supplied 36 Kg of copper in 1971, 45 Kg. of copper in 1972 
and no raw material was received in 1970. It is evident that 
the lock industry has to depend entirely on the local market 
for raw-materials. 
The State government has established brass corporation 
to provide raw materials to the lock industry. It is 
complained that the Brass Corporation does not maintain 
steady supply of the raw-materials. Major part of the 
requirements of the industry for raw materials is fulfilled 
by the local market. The state should streamline functions 
and organization of the Brass Corporation for effective 
supplies of the basic input at controlled prices. It would 
be difficult for the lock industry to increase marginal 
efficiency of the capital without institutional assistance 
in the procurement of raw materials. 
(iii) Limited borrowing capacity and distress sale of 
product for liquidity have added to the financial works of 
the Lock Industry. 
58 
Institutional financial assistance to small artisans is 
almost negligible owing to low net worth of their 
establishments. The surplus and reserves are almost non-
existent as a source of financing any major programme of 
expansion or modernization. It is worth considering that the 
State should provide institutional finance to the industry 
for long and short term investments. 
The organizational deficiencies constitute major 
constraints on the industry's growth. It is well known that 
the industry is not supported by institutions in the 
procurement of raw materials, marketing of locks, and 
provision of capital. The small artisans who supply 50 per 
cent of the industry's total output would better be advised 
to form cooperatives. The main functions of such 
cooperatives would include procurement of raw-materials at 
whole sale price for members, distribution of goods and 
borrowings against the securities of inventories on behalf 
of the members. Ultimate goal of the cooperatives should be 
higher productivity for which modern tools and equipments 
would have to be procured. These measures would go a long 
way in improving the marginal efficiency of capital employed 
in small units. 
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In our opinion, there are certain malpractices in 
manufacturing and marketing units of the industry which can 
be eliminated by the State. Exploitation of small units by 
traders can be stopped if the state government provides 
patronage to cooperatives. Workers are exploited by 
employers which can be checked though Wage Acts. There can 
be improvement in labour productivity if the State Specifies 
standard working conditions. Consumers interest would be 
served if quality standards are specified and enforced by a 
suitable organization, e.g. the Quality Control Board in 
addition to checking and verification of products by state 
officials. Bogus firms which indulge in duping the buyers 
have go to be weeded out stjjnnly* 
The procedural remedies and the legislations suggested 
above would be conducive to the development of healthy 
organizational practices. 
In nutshell Aligarh Lock Industry is not properly 
organized. The absence of modern techniques of production 
and l^ cck of training of workers have contributed to the low 
productivity of the industry. There prevail exploitative 
tendencies among traders and big manufacturers, which 
warrant the State to intervene and regulate functioning of 
important institutions including the financial institutions. 
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Growth should be the objective of all policies and 
progrfiunmes to be initiated by the State. It calls for 
investment both in fixed and current assets. At present, the 
industry's financial position is not quite sound with 60% of 
small artisans major constituents of the industry facing 
financial problems. This problem has been evaluated in the 
forthcoming chapter. 
CHAPTER-IV 
FINANCIAL PROBLEMS OF ALIGARH LOCK INDUSTRY 
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CHAPTER-IV 
FINANCIAL PROBLEMS OF ALIGARH LOCK INDUSTRY 
In the foregoing chapter, the problem of low 
productivity and profitability has been examined. The 
analysis in the last chapter has brought to light low 
profitability of the industry in spite of increase in the 
value of output. There are a number of factors responsible 
for the low productivity and return, including the small 
capital employed, small size of units, increase in the 
number of days lost, inadequate supply of power, among 
others. 
In the present chapter, the capital structure, cost of 
capital, its impact on earnings of the industry, allocation 
of capital to capital formation and working capital, the 
impact of the rate of interest charged by financial 
institutions and the Commercial Banks, apart from the 
exorbitant rate of interest exacted by money-lenders, and 
similar problems have been taken up for in-depth study. 
Genesis of Financial Problems: 
The industries of all types face the financial problems 
of far-reaching consequence; specially those related to 
supply of capital and the utilization of funds. 
62 
There are different opinions in regard to the criterion 
of the selection of the sources of capital as well as the 
uses of funds. The conservative policy lays emphasis on low 
equity-debt ratio and moderate return since they are averse 
to risk associated with high debt-equity. In contrast, the 
aggressive management throws overboard the debt-equity 
parameters in favour of highest return and they are quite 
willing to assume more risk for higher return. In the case 
of the moderate investors, they combine the cautious policy 
of conservatives with that of 'aggressive' to obtain maximum 
return. The basic question which is often debated by experts 
is concerned with the tarots expounded by way of a variety 
of models, the Modigliani-Miller disprove the determinants 
of optimum capital structure as against the Walter's 
approach, one of the classical exponents of the conservative 
policy. He recommends an approach on the basis of the 
possible trend in the cost of debt and equity under certain 
presumptions. According to Walter, the higher cost of equity 
is off set by the lower cost of debt to a certain limit, 
beyond which the equity holders raise the cost of equity 
faster than the decline with cost of debt. The graphical 
shape of the capital cost curve takes the course to 
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form 'U'. By it the classical theories show that the minimum 
cost of capital at the point of intersection between the 
cost of debt and equity is the point of 'optimum capital' 
and maximum return. 
Contradictory approaches to capital structure make 
difficult to arrive at a conclusive decision. The modern 
approach is premised on the concept that the debt as a 
cheaper source in comparison to equity adds more to the 
profitability provided the funds are committed to the 
wisely delected projects; and the working capital is 
financed out of the revolving funds. This leads to the 
conclusion that there is no 'optimum level of capital 
structure'. 
However, the crux of problems to be considered 
seriously is the changes is the assets of the firm, impact 
of composition of assets on profitability for years to come, 
the determination of permanent level and temporary level of 
working capital for sources of funds to be tapped for the 
purpose. In general, there are not any standard practices 
among the firms to utilize funds for fixed assets and 
current assets. The worst results usually follow the 
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employment of permanent funds in current assets. Such a 
practice depresses productivity. It is the main reason why 
the gross profit of firms of small size is barely 7 per cent 
of the turnover. The interest alone accounts for 20% of the 
gross profit. Apart from deficit in the power supply to the 
tune of 10 per cent in U.P. and 8 per cent for India as 
whole, the transport bottlenecks, the mandays lost, the high 
level of inventories which small firms have to maintain due 
to uncertain supply of raw-materials and the imbalances in 
the capital structure account much for the dwindling 
profitability. 
The problems related to financing have the point of 
convergence at financial institutions, banks, friends, 
relatives, money-lenders, indigenous bankers, and the 
proprietary capital. The financial institutions and the 
banks are less inclined to advance loans to small firms 
1. Profitability Index Publisehd "Commerce Journal, 
Calcutta, May 1989, p.6. 
2. Ibid. p.7. 
3. Power Supply Possition in the country, CEA Bultaln 
Central Electricity Authority, New Delhi, March 1989, 
p.15. 
4. Ibid. 
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since they insist on collateral securities and the practice 
of sanctioning the loans against specific securities or, in 
other works, the specific loans. The conventional practice 
of the Commercial Banks, to provide loans against raw-
material, semi-finished products, finished products, plants 
and machines does let the benefit of bank credit percolate 
down to the small enterprises. The medium and the large 
firms hoggs the lion's share of loans & advances. Besides, 
the paultry allocation of funds is made under the seventh 
five year plan for small industries. Region wise, Delhi has 
been earmarked 60%^ of the funds for the development of 
small units in NOIDA in relation to 6 per cent to U.P.^ The 
largest ever assistance to small units under the Seventh 
Plan (1985-90) boosted the growth of the industrial units of 
small size from 8000^ in 1985 to 70000^ in 1980. The lack 
of funds at the disposal of the U.P. State Government has 
rendered 7 per cent of small units slick. It is further 
corroborated by the fact that the Secondary sector's share 
1. Data Bank 1989, The Economic Times, New Delhi, p.16. 
2. Ibid. 
3. Ibid. 
4. Ibid. 
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in capital formation during the Seventh Plan has been 23 per 
1 2 
cent, 34 per cent that of the tertiary sectors and 43 per 
o 
cent'-^  of the Agriculture. The per capita income in U.P. is 
4 S 
Rs.2300 approximately, much less than Rs.2800 for India as 
a whole. 
It is unthinkable that in U.P. there would be any net 
capital formation in the industries of all types. The share 
market's trend during the last one year is yet another 
pointer of the investors' aversion to subscribe to the 
capital of new units. The share market price index (1980-81 
= 100 has registered steep fall of 12% till 1987-88.^ This 
may be the outcome of cumulative factors, including low 
return and high risk, higher corporate taxes. In short, the 
analytical framework for capital structure is premised on 
'cost-return considerations'. 
1. Data Bank 1989, The Economic Times, New Delhi, page.16. 
2. Ibid. 
3. Ibid. 
4. Ibid. 
5. Ibid. 
6. Ibid. 
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Financial Problems of Aligarh Lock Indus-try: 
The two major problems, which have been elaborated in 
the preceding paragraphs, have been taken up for critical 
analysis of financial problems of Aligarh Lock Industry. The 
sources of funds and their application constitute the 
subject-matter of the present study. The sources of funds 
would include proprietary capital, borrowings. The 
application of capital includes investment of funds in fixed 
assets and current assets both. To finance both types of 
investments, financial management is deeply involved in the 
management of cash flows for the solvency of enterprise. It 
has to be actively associated with the selection of project, 
procurement's of inputs and marketing policies, as well as 
the sources of capital. All such financial decisions are 
pertinent to profitability of a business unit, including the 
Aligarh Lock Industry. 
Fixed Capital: 
The Aligarh Lock Industry's long-term capital 
requirements originate in the need for fixed assets, viz., 
land and buildings, plant and machines, tools and 
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TABLE-I 
CAPITAL FORMATION IN ALIGARH LOCK INDUSTRY 
Year 
1982 
1983 
1984 
1&85 
1986 
1987 
1988 
Land and 
Building 
30000000 
(40%) 
28000000 
(35%) 
36000000 
(40%) 
40000000 
(40%) 
48000000 
(40%) 
54000000 
(42%) 
56794000 
(42%) 
Plant and 
Machinery 
33750000 
(45%) 
40000000 
(50%) 
40500000 
(45%) 
47000000 
(47%) 
54000000 
(45%) 
60750000 
(43%) 
58080100 
(43%) 
Furniture 
Vehicles 
11250000 
(15%) 
12000000 
(15%) 
13500000 
(15%) 
13000000 
(13%) 
18000000 
(15%) 
20250000 
(15%) 
20195900 
(15%) 
Total 
Investment 
75000000 
(100%) 
80000000 
(100%) 
90000000 
(100%) 
100000000 
(100%) 
120000000 
(100%) 
135070000 
(100%) 
135070000 
(100%) 
SOURCE: Information gathered by the Research Scholar from 
Lock Manufacturer Association, Aligarh. 
NOTE: Figures in parenthesis show per cent share of fixed 
assets in total capital formation. 
69 
equipments, etc. It could not be possible for me to present 
classified analysis of the fixed assets due to reluctance of 
the owners of the lock units to divulge the relevant 
information. Nevertheless, it is estimated that Aligarh 
Lock Industry holds fixed assets worth Rs.13.5 crore 
apportioned to land and building, plant and machines, 
fixtures and fittings, tools and equipments and vehicles. 
The values of land and capital goods (plant and machines), 
furniture and vehicles is depicted in the accompanying Table 
No.I since 1982. 
During the period under review (1982-83),the fixed 
capital has increased from Rs,7.5 crore to Rs.13.5 crore, or 
by 75% (by 10.7% annually). Component-wise distribution of 
fixed capital reveals land claiming 42 per cent, plant and 
machinery 43% and fixtures and vehicles 15% in 1988. The 
investment in land and building has marginally risen by 2 
per cent over the period under review. Share of plant 
machinery has declined by a margin of 2 per cent. Reasons 
for increased share of land and building in investment is 
the rising cost of construction. A slight fall in the share 
of plant and machinery in total investment is attributed to 
1. Ibid., Table-I above. 
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subsidized supply of equipmen-bs to small scale industries. 
However, it is heartening to find a sufficiently high rate 
of capital formation, viz., 10.7 per annum. It is difficult 
to determine, on the basis of available facts, as to how the 
capital expenditure is financed. 
Working Capital: 
Working capital, in accounting, is used in the sense 
of: (i) the gross working capital which is the sum total of 
current assets, and (ii) the net working capital which is 
the different between current assets and current 
liabilities. The two concepts of the working capital have 
different implications for the financial management and the 
creditors. It is worth considering gross working capital as 
a useful basis for financial budgeting so as to have 
complete information about financial requirements for 
different components of the working capital. The management 
undertake expeditions measures to make good use of idle 
liquidity in the form of investments elsewhere to raise 
profitability of the firm, and liquidate them to overcome 
deficiency in working capital, such decision will be sound 
only when there is capital budgeting. 
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It is worth recalling that working capital requirements 
keep changing from period to period. In the case of a going 
concern, there is impact of inflation, stage of 
development of the enterprise, capital expenditure on 
renovation, innovation, expansion, as well as that of 
adjustments in credit management and pattern of consumer's 
behaviour. Such changes in the pattern of working capital 
usually warrant the financial management to make suitable 
adjustments in the financial plans. 
The second concept of working capital is, of course, 
the technique to focus on quality of financial position of 
business concerns. It indicates, financial soundness of 
business organization when working capital is positive, 
i.e. excess of current assets over the current liabilities. 
A finn must always be solvent to enjoy creditors' 
confidence, to fulfil the maturing financial obligations. To 
own current assets amounts to holding the liquidity. 
In a bid to avoid pitfalls due to contingencies, the 
conservative approach of financial management is recommended 
for a sufficiently high level of the current assets vis-a-
vis the current liabilities which are the financial 
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obligations of business organizations maturing within the 
accounting year. Normally, creditors regard the current 
assets to current liabilities in the ratio of 2:1 as safe 
and sound for extending credit. Aggressive management pays 
little regard to conventional norms of the working capital, 
and, instead, prefers maximum «i•ploy-ment of resources for 
productive purposes, of course, hardly losing sight of cash 
flows. 
Business operations come to a steuid-still when working 
capital falls short of day-to-day requirement, viz, payment 
of wages, salaries, taxes, administrative expenses, rates 
and insurance, etc. Though the level of working capital 
keeps fluctuating, there is a clear tendency of the wavering 
trend to return to a normal point. It is the normal level of 
working capital. The question before the financial 
management is as to how to determine the quantum of working 
capital. The experience with financial problems, as cited in 
many a case study, suggests to have the optimum size of 
working capital and sources of both short-term-and-the-long-
term funds. Conservatives define the 'optimum size' in terms 
of fixed capital as a ratio to working capital, viz. 1:4. 
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Aligarh Lock Industry's requirements, as set out in the 
following table consist of our major heads: 
(1) Cash Holdings (ii) Books Debts, (iii) Inventories, and 
(iv) Advances Deposits with Suppliers of Raw-materials. 
TABLE-II 
Year 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
Receivable 
Debtors 
30000000 
(30%) 
34100000 
(31%) 
41800000 
(32%) 
49500000 
(33%) 
66500000 
(35%) 
102600000 
(38%) 
110000000 
(40%) 
Inventory 
60000000 
(60%) 
60500000 
(55%) 
65000000 
(50%) 
67500000 
(45%) 
76000000 
((40%) 
94500000 
(35%) 
82500000 
(30%) 
Cash &. 
Bank Balance 
8000000 
(8%) 
11000000 
(10%) 
16900000 
(13%) 
24000000 
(16%) 
32300000 
(17%) 
24300000 
(18%) 
55000000 
(20%) 
Advanced 
Deposit 
2000000 
(2%) 
4400000 
(4%) 
6500000 
(5%) 
9000000 
(6%) 
15200000 
(8%) 
24300000 
(9%) 
24500000 
(10%) 
Total 
100000000 
(100%) 
1100000000 
(100%) 
130000000 
(100%) 
150000000 
(100%) 
190000000 
(100%) 
270000000 
(100%) 
275000000 
(100%) 
SOURCE: Complied and compuoed by t h e S c h o l a r from v a r i o u s 
s o u r c e s , i n c l u d i n g p r i m a r y d a t a c o l l e c t e d t h r o u g h 
' Q u e s t i o n n a i r e ' and i n t e r v i e w s . 
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The investment, in absolute terms has steadily gone up 
from Rs.l0 crore to Rs.27.5 crore during 1982 and 1988 or by 
25% annually. Increased investment is attributable to 
liberal credit policy of the lock industry in order to hold 
its leading position in the competitive market. The bills 
receivables and book debts alone claim. 30% to 40% of the 
total working capital. It is understandable that, with 
Reserve Eank of India's active support to the bill financing 
scheme, bills of exchange are quite liquid and useful 
current assets. The financial management can easily dispose 
of the bills or get them discounted with Commercial Banks. 
Inventories, worth Rs.8.25 crore in 1988, are equal to 
30 days of production. It seems to vary within a very narrow 
band, viz. from Rs.6 crore to Rs.8.25 crore of stock of 
goods. It may be deduced that the inventory level has 
remained quite stable at 30 days of total output. Its share 
however, has ranged from 60% in 1982 to 30% in 1936. The 
declining share of inventories highlight the industries 
concern to reduce cost by of developing efficient marketing 
system. 
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The cash holdings are one of the precautionary measures 
to deal with contingencies and also to meet its day-to-day 
financial obligations without having to liquidate the income 
yielding investments or productive assets. Its large share 
in assets of a business organization would tend to depress 
the profitability. Such requirements of lock industry in 
general happen to be confined to 10-20% during the period 
under review. In absolute terms, the industry's cash and 
bank balances varied from Rs.8 crore in 1982 to Rs.5.5 crore 
in 1988. The narrow variations in cash balances are index of 
contractual payments of wages and salaries, rent, rates and 
taxes. 
An altogether new part of current assets is seen in the 
balance sheet of the Aligarh Lock Industry, viz., the 
'Advance Deposits'. It is not liquid the way the other 
current assets are, i.e., the book debts, bills receivables, 
inventories, etc. It is the payment in advance to be 
adjusted against the value of book creditors. The accounting 
practice to coin the term 'Advances Deposits', is a 
permanent feature because of the state agency for quote of 
basis inputs, viz., the term viz., the iron and brass 
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sheets. It remains with them demanding advanced deposits 
during the contract and is refunded on expiry. The amount of 
'Advance Deposits' is quite substantial-rising from 2% 
initially to 10% in 1988. I would like to suggest that the 
state should assist the industry in accumulating surplus 
for capital formation and wave the condition of advanced 
deposits' its quota rules. 
A comparative analysis is presented in Table-Ill to 
judge as to whether their is any definite correlation between 
the two components of 'assets' viz, the fixed assets and the 
current assets. 
The total assets of the industry increased from Rs.17.5 
crore to Rs.41 crore during 1982 and 1988. Initially, the 
fixed assets and the working assets formed the ratio of 43% 
and 57% respectively. Subsequently, share of the fixed 
assets kept dwindling till it was 33% in 1988. One may be 
tempted to infer that there has been less investment in the 
expansion of productive capacity of the industry. 
Conversely, the growth of working capital outpaced the fixed 
capital; the working capital's share in total assets 
increased from 57% to 67%. The apparent inference is that 
7' 
TABLE-III 
COMPARATIVE ANALYSIS OF FIXED AND CDBRENT ASSETS 
Year 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
Total 
Investment. 
175000000 
190000000 
220000000 
250000000 
310000000 
110500000 
410070000 
Fixed 
Capital 
75000000 
80000000 
90000000 
100000000 
120000000 
135000000 
135070000 
Working 
Capital 
100000000 
110000000 
130003000 
150000000 
190000000 
270000000 
375000000 
Fixed 
Capital 
Assets 
of 
% Age 
43% 
42% 
41% 
40% 
39% 
35% 
33% 
Working 
Capital 
Assets 
of 
% Age 
57% 
58% 
59% 
60% 
61% 
66% 
67% 
SOURCE: Compiled and computed by Research Scholar, op. cit. 
^P^^^y^Jji 
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inadequate supply of capital is responsible for decelerated 
growth in capital formation (fixed investments). Inquiry 
into capital formation reveals that no major project for 
expansion, renovation or innovation was launched in the 
industry during the last seven years. Nevertheless, the 
growing size of working capital from 57% to 67% is a pointer 
to industry's emphasis on credit worthiness. The banking and 
other financial creditors always insist on fair degree of 
liquidity for safe commitment of public money by way of loan 
and advances. Increasing involvement of financial 
institutions in the financing of Aligarh Lock Industry is 
expected to generate financial discipline among the 
entrepreneurs. In fine it may be observed that, since the 
conservative norm of 2:1 is not maintained between fixed and 
current assets respectively, the management is pursing 
aggressive financial policies for highest possible return at 
gross risk, a policy which is unadvisable. 
Sources of Funds: 
Sources of funds, as discussed earlier, include the 
equity or proprietors capital, loans and internal surplus. 
Though a large number of financial institutions operate both 
in the public and private sectors, the Aligarh Lock 
Iridu.stry Is unable to obtain sufficient funds from these 
institutions. Reasons for insufficient supply of capital are 
attribut--ible to unorganized character of the industry, owned 
by independent arr.isan proprietors or those working /ncotta<?e 
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substantial facilities have been availed of by way of hire 
purchase, procurement of raw-materials, financial assistance 
for investment in modernization, expansion, renovation or 
for the establishment of new lock firms which the state 
government is supposed to provide. 
Aligarh Lock Industry taps the traditional sources of 
funds and Commercial Banks. The role of such public 
financial institutions as U.P. Small Industries Corporation 
Ltd., U.P. State Industrial Corporation, U.P. State 
Financial Corporation, Industrial Finance Corporation of 
India is almost negligible in providing loans on long-term 
basis to Aligarh Lock Industry. Detailed account of various 
financial agencies is attempted below. 
Loans from Relatives and Friends: 
It is observed in the course of survey that there is 
hardly any exception to loans from friends, relatives and 
•m 
money lenders because banks and the other financial 
institution regard loans to them unsafe. They do not 
maintain the books of accounts to reveal the financial 
position and operating results. Such units do not hold, 
fixed and current assets of substantial value for security 
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to obt-ain loans. Personal loans are usually granted against 
guarantees of reputed guarantors. The small units are not 
successful in furnishing guarantors. As a consequence, they 
have to rely on limited financial assistance from friends 
relations and money lenders. Though they are remarkably 
experienced in the lock making and able to market them, the 
inadequacy of funds for the raw materials, implements, tools 
or to build up inventories for wider market is the 
formidable constraint. It is worth recommending that such 
units should be recognized on cooperative basis with 
activities extended to the area of financial management. 
Money Lenders and Traders: 
Money lenders and traders are the traditional financier 
of the small entrepreneurs, especially the artisan-
proprietors in the lock industry. Such entrepreneurs 
frequently resort to Mahajans for short-term loans to meet 
current liabilities, viz, raw-materials payment of interest, 
salaries and wages etc. 
The loans from indigenous bankers and money lenders 
involve high cost since they charge very high r^te of 
interest. It is argued the interest charged by money renders 
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amount, to exploitation of the poor artisans. The money 
lenders do not offer the loan to the poor small artisan 
proprietors without a security. Traders who are the buyers 
of the products of the small artisans advance post-dated 
cheques; maturity coinciding with the date of delivery of 
goods. Mahajans accept the traders' post-dated cheques and 
obtain, in addition, a pro-note or hundi from the artisan 
proprietors when the loan is advanced. By virtue of post 
dated cheque, traders are liable for the loan, and by virtue 
of the hundi the artisans are held accountable for interest 
and the principal. 
It may be observe, in this context, that the money 
lenders accept the railway receipt and the road-transport 
receipt as security. In such cases the money-lenders prefer 
to maintain a security margin from 30% to 40% of the value 
of goods hypothecated or mortgaged. 
The money lenders who so advance the money do not 
discharge the borrower if the money is paid earlier than the 
date of maturity. They charge interest for the whole period 
of the loan. 
S2 
Conunerc i a 1 Banks: 
Traders and manufacturers provide, as a normal 
practice, short-term loans against the security of 
inventories. They do not advance loans equal to the value of 
goods hypothecated or mortgaged. A margin to cover risks 
aristing from fluctuations in the market value of goods is 
always retained by the Commercial Banks. Such loans are 
terminable during the period of operating cycle ranging from 
3 months to 6 months. Banks accept constructive delivery in 
cases of goods hypothecated as security for loans. In such 
cases there are chances of fraudulent practice by borrowers 
who may commit the same goods as security for loans from 
alternative sources. To avoid loss from similar frauds, 
banks take the precaution of putting up a sign board on 
godowns of the manufacturers proclaiming the banks charge on 
goods. It is worth nothing that banks as pledgee incur the 
right to restore the goods lo borrowers on discharge of the 
liabilities. In other words, banks are accountable for any 
loss of the value of quantity till the goods are restored to 
borrowers. Hence, it is advisable to prepare inventory 
list and carry on periodic inception to ensure that the 
goods are not lost. However, banks have the right to recover 
83 
charges fror. the borrowers incidental to safe-custody of the 
goods. When such goods as plants, machinery or vehicles are 
hypotheticated, it is incumbent on the borrower to acquaint 
the banks with details about the technical procedures in 
respect of their proper maintenance. The problems involved 
in hypothecation have led the Commercial Banks usually to 
accept mortgage of the tangible properties of the borrowers 
as security against loans and advances. Under mortgage, 
borrower is allowed to process raw-materials or semi-
finished goods as well as to dispose of the finished goods 
with periodical report to banks. The sale proceeds are 
deposited in the loan account for adjustment against debit 
balance. 
The borrower offers general charge or specific charge 
against the assets as security for loans. Both the charges 
have diverse implications. In case of general charge, the 
asset remains mortgaged to banks until the entire debit 
balances due to all loans obtained by borrowers from time to 
time are cleared. The specific charge is effective so long 
as the specific loans obtained against a particular loan is 
obtained. The subsequent loans will not automatically create 
change against the said asset. 
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Besides collat-eral loans, the non-collateral loans are 
becoming a quite popular with banks enjoying refinance 
facilities from specialized institution. It is an open 
secret that institutions functions as guarantor on limited 
scale in the case of well reputed and financially sound 
organizations. The benefit of the Reserve Bank of India's 
bill scheme has not percolated down to small units because 
they have not credit worthiness and their bills are not 
included in he approved list. 
It may be inferred that the Aligarh Lock Industry 
which, as stated earlier, is composed of a large number of 
unorganized units receives marginal credit facility to 
fulfil its capital expenditure requirements. Nevertheless, a 
number of banks which operate in the district are engaged in 
financing the industry, though handicapped by deficiencies 
of the lock industries poor organization and weak financial 
capital structure. It would be interesting to analyze the 
loans and advances by different banking institutions. 
State Bank of India, Aligarh: 
State Bank of India, since its inception in 1952, is an 
effective instrument in the investment of savings - both of 
the household and the public sectors - in tune with plan 
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priorities. Rural credit survey committee, 1949, had 
emphatically underlined the need for credit to priority 
sector, especially the cottage and the tiny sectors. 
The bulletins and reports published by the Reserve Bank 
of India about allocation by the State Bank of India and its 
subsidiaries indicate more loans advanced to priority 
sectors. It is estimated that 30 per cent of the loan is 
advanced to small scale industries, 20 per cent to 
agriculturists, 40 per cent to government and 10 per cent to 
large auid medium scale industries. Of the total loans to 
different sectors, State Bank of India and its subsidiaries 
alone share 40 per cent. The State Bank of India is under 
statutory obligation to charge differential rates. In case 
of small industries, lower rates are charged on loans. 
Though a Commercial Bank, the State Bank of India is 
different from others in-as-much as its l<i^ /^<2.tion is 
liberal in the procedure and forms of loans to small 
industries. Apart from direct assistance and provision of 
loans, the State Bank of India is allowed to be promoter of 
specialized financial agencies sponsored by the local, state 
or central government. Its lending operations are not 
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restricted by the usual conditions in respect of duration or 
similar other conventions. In my opinion, State Bank of 
India has the precedence to claim the position of a 
pioneering institution next to none. 
Working of the State Bank of India in Aligarh is 
however, not upto the mark. The lock industry's requirements 
for credit are of the order of Rs.41 crore per annum. The 
bank supplies credit of Rs.42 lakh yearly to 150 out of 3000 
units. 
TABLE-IV 
THE FOLLOWING TABLE FORNISHES YEARLY BREAK-OP OF THE 
LOANS TO THE L.OCK INDUSTRY 
Year Units Outstanding 
1982 203 2130000 
1983 103 3284000 
1984 117 40882000 
1985 115 48076000 
1986 119 53391000 
1987 110 61284000 
1988 110 61284000 
SOURCE: Information gathered and analyzed by the Research 
Scholar from State Bank of India, Alifearh. 
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The precise inference form the average number of units 
and the amount of credit marks a distinctive deviation in 
the Bank's normal functioning in Aligarh vis-vis-the lock 
industry. In Aligarh, the Bank strictly follows the 
conventional rules of safety, liquidity and return. To 
ensure safety, it excludes all the cottage units without 
current and fixed assets, and normally such units far exceed 
the organized sector of the lock industry (300 registered 
units as against 2700 unorganized owned by artisan 
proprietors). In case of organized units too, a declining 
trend can be perceived, viz, 203 units which received loans 
went on declining till it reached 110 in 1988. The 
statistics pertaining to outstanding loans furnish definite 
answer to restrictive credit policy of the Bank. In the 
short period of 7 years,loans outstanding amounted to 
Rs.6.13 crore. It is an alarming rate of the growth of 
outstanding loans which might have forced the State Bank of 
India to cut down the loan limits to smaller number of 
units, viz, 110 units with the total loan limit of Rs.36.44 
lakhs. 
Credit policies are controlled and regulated 
qualitatively and quantitatively both by the Reserve Bank of 
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India. Insistence on collateral securities or guarantors' 
security are some of the handicaps for a large number of 
small units. Increasing sluggish domestic demand and longer 
operating cycle are equally responsible for the inability of 
the industry to measure up to the commercial lending 
principles of the State Bank of India. The credit 
instruments in vogue in the Aligarh Lock Industry are not 
approved by the Reserve Bank of India for loans and 
advances. The smaller number of units now availing of the 
State Bank of India's credit facilities are also accounted 
for by drastic changes in the operation of the overdraft. 
Under the new directives of the Reserve Bank of India, 
rolling-over of the short-term credit, both overdraft and 
cash credits, is prohibited. To conserve monetary resources, 
a short term credit requirement is to be submitted every 
quarter of the year. The unutilised balance of the 
overdraft, is liable to interest payment by the borrower. 
The measures which are intended for financial discipline 
have discouraged the entrepreneurs in the lock industry 
owing to rising cost of funds in comparison to sluggish rate 
of return. 
Hundis and Bills of exchange are to large extent 
discounted with the State Bank of India. The scholar, in 
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spite of questionnaires and interviews, has not succeeded to 
elicit information about the investment of State Bank of 
India's funds in the Lock Industry's bills of exchange and 
the hundis. Of course, the State Bank of India's management 
was categorically against purchase of post-dated cheques 
owing to risk not covered under the Banking Companies Act. 
The credit flows from the State Bank of India to the 
Lock Industry have been also affected since emphasis on 
credit for the development of rural economy. Its advantage 
could not be availed of by the lock industry which is 
localized in the Aligarh town. 
Canara Lead Bank, Aligarh: 
Canara Bank assumed crucial lole in the development of 
small units and those in the priority sector. It was 
established in Aligarh in 1971 and has since opened 11 
branches in the district. It has, perhaps, relatively short 
period of actual functioning since its inception, viz, 1906. 
The remarkable position that the Canara Bank has now come to 
occupy is that of being a lead bank. As such, it is 
committed to the national objectives of the credit policies. 
The following objectives norms have been specified by 
the Ministry of Finance, in consultation with the Banking 
GO 
Department of the Reserve Bank of India, in pursuit of the 
Seventh Plans targets for several areas: 
TABLE-V 
Year Total Units Outstanding 
Loans 
Only Lock 
Units 
Only Locks 
Outstanding 
Loans 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
310 
370 
390 
410 
429 
446 
492 
20000000 
26000000 
27000000 
29500000 
32500000 
37500000 
40000000 
298 
300 
317 
329 
365 
387 
400 
16924000 
17111500 
18705200 
19830300 
23205400 
28605400 
37500000 
SOURCE: Infoinnation gathered and analyzed by the Research 
Scholar from Canara Bank, Aligarh. 
Credit has to be supplied to the priority sector in 
precedence to the organized sectors. Credit policy lays down 
that 40 per cent of the total advances should be earmarked 
for the priority sectors, including the cottage, and small 
units. In pursuance of the objective, the lead Bank (Canara 
Bank) kept up the growth rate of credit to small units. In 
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1982 credit of Rs.2 crore was provided to small units. The 
trend steadily continued to move upward by leaps and bound 
till it was twice as much in 1988. The credit expanded at an 
annual rate of 28.6%. The other salient feature of credit 
allocation, as revealed by the number of units in the Table 
No.5, is 99 per cent of lock units claiming 80% of the total 
advances. In 1982, 298 lock units out of 30 had received 
loans of Rs.169.24 lakh, or 80% of the total advances. In 
1982, 298 lock units out of 30had received loans of 
Rs.169.24 lakh, or 80% of the total, viz, Rs.2 crore. The 
same is true of allocation of credit to lock industry in 
1988, viz, 80% of the total. 
The Lead Bank (Canara Bank) undertakes to provide cash 
credits and term loans both to finance working capital as 
well as the fixed investments. In the provision of loans, 
safety takes precedence over social objectives. Little non-
collateral loans are provided to ensure safety of public 
funds or investments in bills of exchange unsupported by 
credit worthy guarantors. 
For cash credit and overdrafts, the Canara Bank insists 
on hypothecation or pledge of current assets, such as 
inventory of raw-materials, semi-finished goods and the 
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finished goods. The procedure, rules and regulations do not 
furnish any concrete safety margin for advances against 
collateral securities. By convention, the Canara Bank 
follows unsteady policy in this regard, which in ray opinion, 
is inimical to the investment projects of the small units 
specially. This inference by the author is corroborated by 
10% of the units in the lock industry availing of credit 
facilities - 310 to 492 out of 3000 units approximately. It 
is worth relaxing the rules for the provision of credit. 
Seasonal changes in the lock industry's demand for 
credit could not be evaluated due to difficulties in the 
collection of data. However, on the basis of information 
gathered from entrepreneurs, traders, etc. festival 
occasions and the last quarter of the year (September to 
January) are the peak periods of business activity for the 
lock industry. Though the Canara Bank in consortium with 
other Commercial Banks may expand its investment portfolio, 
it partially fulfills the requirement due to limited types 
of the credit instruments, viz. Bill Exchange and hundis. As 
stated in the foregoing paragraphs, the postdated cheques 
are the commonly acceptable securities for credit sales to 
established traders. 
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Besides, low credit worthiness of the cottage and small 
units in terms of the net current assets (Current Assets 
Current Liabilities), the cost of loan which is subject to 
frequent revision discourages financing long-term projects, 
i.e., investments in fixed assets, modernization, expansion, 
renovation or innovation. The current rate of interest 
varies from 12% to 14.5% according to the amount of loan and 
its duration. It is suggested that reduced interest rates 
would help the lock industry generate its internal resources 
for financing the working capital as well as fixed capital 
requirements. In parity with 10% rate of interest for public 
sector, small units should also be allowed the benefit of 
subsidized loans to sejrve the social objective of efficiency 
and redistribution of Incomes. 
Reluctance of the lead Bauik, as also that of the other 
commercials banks, to expand credit facilities to the lock 
industry is accounted by fast accumulating arrears. Total 
arrears till December 1987 stood at staggering amount of 
Rs.l54 crore, of which Canara Bank's outstanding loans alone 
amounted to Rs.26 crores (or 17% approx.). The 
classification of outstanding loans by nature of small units 
could not be presented owing to the Bank's inability to give 
04 
cat-egorical information. It is my observation that, of all 
the manufacturing industries, lock industry, specially the 
cottage units are not faring well. A such, they should 
account for most of the default in repayment of loans. 
Canara Bank has to fulfil its commitments to export on 
priority basis together with special allocations to 
agriculture, self employment schemes in rural and semi urban 
areas. The Bank advances 10% of the loan to Agriculture, 10% 
to weaker sections for self employment and 10% of loan at 
differentilist rate of interest to marginal farmers and 
artisans. It is generally believed that planned allocation 
of credit can help the economy attain higher growth rate. 
The assumption finds expression in quantitative terms of the 
Five Year Plan's predetermined targets for different sectors 
experience with planning brings forth deficiencies in 
achievements due to rigidities and lack of alternative 
policies to make best use of the financial resources. I am 
convinced that there should be flexibility in the scheme of 
credit-allocations specially to improve marginal efficiency 
of capital in the lock industry. It is recommended that 
the liberal credit policy for the lock industry should 
include waiver of the guarantees, securities and insistence 
on credit-worthiness in determining the quantum of loans. 
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Punjab National Bank, Aligarh: 
This bank has two offices in the town in the civil 
lines and the city (Railway Road). The scholar visited both 
the offices and contacted the Field Officers at both the 
branches. The information supplied by the bank are not 
adequate and consistent with my inquiry to make any definite 
observation or suggestions. However, the first-hand data so 
collected after much persuasion are presented and classified 
in the table below: 
TABLE-IV 
(RE. in lakh) 
Year Total Units 
Small Scale 
Outstanding Only Lock 
Loans Units 
Outstanding 
Loans 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
36 
36 
42 
51 
59 
91 
86 
5.96 
5.94 
6.93 
15.39 
18.79 
21.62 
21.89 
21 
33 
40 
47 
49 
50 
35 
2.30 
4.78 
6.39 
14.80 
15.23 
13.91 
18.76 
SOURCE: Information gathered and analyzed by the Research 
Scholar from Punjab National Bank, Aligarh. 
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In all, the bank provided credit to 36 units in 1983-84 
which however, increased to 86 till August 31,1988. 
Predominance of loans to small units is not discernible from 
the sets of data until it is compared with other borrowers. 
In the course of inquiry from the Bank, I was able to elicit 
information that the bank assigns more weightage to 
merchants and those in the marketing in the provision of 
cash credits and overdrafts. Though they were reluctant to 
elaborate the determinants of the current credit policy 
which, in my opinion, is wide apart from national objectives 
social and national economic objectives. On the basis of 
my hypothesis, I am tempted to remark that the bank, though 
nationalized, prefers short-term advances to merchants with 
large inventories and a trade cycle not longer than a 
fortnight. It ensures quick recovery of loans with interest 
income. It may also be added, as revealed by banking sector, 
the Punjab National Bank is one of those banks in the town 
which participates prominently in call money market. 
A similar pattern obtains in credit assistance to lock 
units. In spite of the limitations arising out of banks' 
reluctance to furnish complete information, I venture to 
remark that, till August 1988, outstandings amounted to 
n? 
Rs.1876 lakh. There should be suitable changes in the 
lending and most activities vis-a-vis the Aligarh Lock 
Industry. 
Syndica-be Bank, Aligarh: 
The Syndicate Bank provides term loans to lock industry 
usually from 2 years to 5 years. Cash credits and overdraft 
facilities are made available to traders as well. The table 
No.VII. 
TABLE NO.VII 
Year 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
Lock Units 
16 
4 
3 
4 
4 
4 
4 
Outstanding Loans 
(Lacs) 
5.76 
4.00 
4.00 
4.00 
4.00 
4.00 
4.00 
Traders 
(Thousands) 
35000 
35000 
35000 
35000 
35000 
35000 
35000 
SOURCE: Information gathered and analyzed by the Research 
Scholar fi'om the Syndicate Bank, Aligarh. 
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The table reveals that, since 1983, the bank provided 
the term finance to 4 units. The total amount of loans 
outstanding in 1983 was Rs.4 lakh which remained unchanged 
till 1988. I discern that the bank has been rolling over the 
amount of the term-loan sanctioned originally. Traders also 
continued to owe to the bank the same sumount of credit, 
viz, Rs.35 thousands, during the period under review. 
A critique, in normal course, hold three factors to 
account for a bank's inability to invest in industrial 
activity, viz, (1) Limited Primary Deposits and heavy 
withdrawals, (ii) Inability of borrowers to satisfy the term 
s and conditions of credit, and (iii) Canara Bank's 
instructions against the industrial loans. In the case of 
the Syndicate Bank, neither of the three constraints are 
relevant. The Syndicate Bank is one of the major 
nationalized banks with substantial share in total bank 
money (deposits). It also maintains the statutory reserve and 
operates in business area as well as in the University 
Campus at Aligarh, Reserve Bank's directives for regulating 
credit cannot be assumed to be different from those to other 
Commercial Banks. The fourth factor which is characteristic 
of the Syndicate Bank is that it is still reluctant to open 
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more branches and extend its investment and lending 
operations in the city. During the last two decades, the 
bank has opened two branches (one at G.T. Road and the other 
lately in the University Campus). It is, in my studied 
opinion, quite necessary that Syndicate Bank should lend 
helping hand to small and cottage lock units in fulfillment 
of its social obligations to which all the organized banking 
sector, particularly the nationalized banks, are committed. 
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COMPARATIVE ANALYSIS OF BANK LOANS AND ADVANCES TO LOCK 
INDOSTRY: 
The comparative study presented table VIII reveals 
steady upward trend in investment in the lock industry of 
Aligarh though cottage and tiny units, popularly styled as 
unorganized sector, is not able to procure adequate loans 
and advances from the Commercial Banks. The banks reluctance 
to finance them is partly attributable to weak credit 
worthiness and partly to the statutory requirements which 
the Commercial Banks head to fulfill in advances and loans 
to borrowers. 
In 1982, total capital employed in 538 units was 
Rs.17.50 crore while the bank loans of Rs.2.69 crore were 
merely 15% of the total capital employed. The loan, though 
unclassified term-wise, appears to be meant for working 
capital and, to some extend for replacement of machines on 
medium term. The financial assistance from Commercial Bank 
fall short of total credit requirements of the lock 
industry. 
Canara Bank with loans of 62% the total loans advances 
from Commercial Banks in 1982 continued to occupy the 
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leading position through out the period under review, 
followed by State Bank of India with 36% and 2% by Punjab 
National Bank and Syndicate Bank put together. This pattern 
of banks share in total loans and advances as a part of 
capital employed is not marked by any significant storing, 
it increased to 25% 1988 with marginal increase in the 
number of units. 
The State Bank of India appears to be alive to the need 
of the lock industry more than the other banks. It is 
concentrated by increased State Bank of India's share in 
total loans and advances going up to 61% as against the 1% 
of the Canara's share in 1988 and 1% that of others. Lock 
Industry stile continues to rely heavily on traditional many 
leaders, as much as for 75% of its total credit 
requirements. 
Summary & Suggestion: 
In conclusion, it may be said of the financial problems 
of Aligarh Lock Industry that the cost of capital is very 
high as compared with the profitability of return on 
investment. 
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The funds available to the industry are largely 
committed to financing the working capital requirements, 
e.g., 57% of the capital employed is committed to current 
assets. In the course is committed to current assets. In the 
course of study, it is discovered that larger share of 
working capital is the direct attribute of the insistence of 
financial institutions and the Commercial Banks on high 
level of liquidity. 
As regards the sourcesof capital, it is found that 
Commercial Banks and the financial institutions are not 
inclined to advance loans to cottage units owned by 
artisans. Such units of the Aligarh Lock Industry are not 
able to procure adequate funds from them. It is partly 
attributable to weak credit worthiness and partly to 
statutory requirements which the financial institutions and 
the Commercial Banks have to follow in lending and 
investment. 
In spite of the difficult financial problems, the 
Aligarh Lock Industry has been able to maintain a steady 
growth in capital. In 1982, the total capital employed of 
538 units which were surveyed by the Research Scholar held 
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capital worth Rs.17.50 crore in 1982 which grew to Rs.410 
crore in 1988 provided Rs.2.69 crore or •> 5 per cent of the 
total investments in 1982. The Research Scholar could not 
succeed to obtain information about loans term-wise. That is 
why classification of bank loans term-wise has not been 
presented in the present study. It would have led the 
Research Scholar to establish the role of financial 
institutions in financing capital formation viz-a-vis 
working capital. 1 can only make a fine guess that the bank 
loans have been largely meant for working capital and, to 
some extent, for replacement of machines. 
The role of the major Commercial Banks at Aligarh has 
been highlighted by the Research Scholar in his study. In 
1982, the Canara Bank occupied prominent position among the 
Commercial Banks in the city; it supplied 62% of the total 
bank loans in 1982 as against 36% of loans supplied by the 
State Bank of India, Aligarh, and just 2 per cent by the 
Punjab National Bank, Aligarh. However, the State Bank of 
India, Aligarh, became the leading Commercial Bank in 
respect of loans and advances to the Aligarh Lock Industry 
in 1988. It supplied 61 per cent of the total bank loans and 
advances to the industry, followed by the Canara Bank, 
lor. 
Aligarh, which supplied 36 per cent and the Punjab National 
Bank, Aligarh, which still supplied just 2 per cent of the 
total loans and advances. 
The increasing share of State Bank of India, Aligarh, 
together with the Canara Bank, Aligarh, and the Punjab 
National Bank, Aligarh Lock Industry, resulted in higher 
share of bank loans and advances as a component of capital 
employed from 15 per cent in 1982 to 25 per cent in 1988. 
The study makes it clear that the Aligarh Lock Industry 
has to rely heavily on traditional sources of funds, viz., 
friends, relatives and money-lenders. The traditional 
sources of capital contribute 65 per cent of the total 
capital employed and the proprietary capital constitutes 
only 10 per cent of the total investment in the industry. 
The impact of heavy reliance on traditional sources of 
capital raise the cost of capital for the industry which is 
counterproductive of higher return. 
The question as to whether the Aligarh Lock Industry 
has been able to make efficient use of the resources is 
being examined in the forthcoming chapter on "Cost-Revenue 
Analysis of Aligarh Lock Industry". 
CHAPTER-V 
COST REVENOE ANALYSIS OF ALIGARH LOCK INDUSTRY 
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CHAPTKR-V 
COST HEVENOE ANALYSIS OF ALIGARH LOCK INDUSTRY 
In the preceding chapter, it was observed that the 
Conunercial Banks in Aligarh city fulfil financial 
requirements of the industry partially (and negligibly that 
of tiny units or those owned by artisan). The conservative 
policy of commercial banks for investments, loans and 
advances disregard the needs of the industry. It is 
generally felt that there are a number of factors 
responsible for the industry's inability to satisfy the 
conventional norms of lending and investment by commercial 
banks. In the present chapter an attempt has been made to 
bring out major factors responsible for high cost of 
production and low return in the Aligarh Lock Industry. 
At the outset, I must admit that the data as presented 
in the present chapter, were not furnished by the lock 
industry or published in any issue cf the Lock Manufacturers 
Association. I received little response ever from some of 
the leading firms whom I had conticted personally and also 
sent out the questionnaire (appended to the annexure at the 
end of the dissertation). However, I succeeded to obtain 
crude from the office of the Lock Manufacturers Association 
iO r»< 
and the office of Aligarh Industries, which I analyzed 
scientifically. 
Annual Manufacturing Cost = Rs.82 Crores 
Annual Overhead Cost = Rs.10 Crores 
Total Annual Cost of Production = Rs.92 Crores^ 
The same sources put the annual turnover of 300 lock 
units at Rs.ll2 crores with capital employed of Rs.41.00 
crore, and nqt profit of 20 crore yields a return of 4% per 
annum on capital employed. On the face of it, figures 
furnished by the office of the Manufacturers Association, 
and incorporated by the District Industries office do not 
seem to be reliable. In justification of the view. I would 
cite the opinions of authors on Financial Msmagement that 
flight of capital from industry is impending if 
profitability is not more than the opportunity cost. Th ough 
the term, opportunity cost' it itself defined by economists 
and the Financial Management in different ways. According 
to Economists, the 'opportunity cost' is the earning from 
the second best alternative opportunity. 
1. Information gathered from Manufacturers Association, 
Aligarh, in response to Questionnaire, op.cit. 
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Financial management, proceeding along the hypothesis 
of the economists, modified the concept by assuming that 
savings can either be invested in Shares and debentures or 
deposited with banks at certain rate of interest. Income 
from interest is in the opinion of most authors on the 
Financial Management, is the opportunity cost. It is also 
termed as 'implicit cost', to determine a quantitative norm 
for a business to continue its operations and determine a 
cut-off line below which shareholders would prefer 
to withdraw the capital under such a situation they view 
that the operational efficiency is not upto the mark. The 
fear of shareholders about profitability falling below the 
'opportunity cost does not argue well for the business for 
the business enterprise. The financial institutions engaged 
in investments, as also the individual debenture and 
shareholders get panicky. To avert the disaster and to 
ensure a safe return, the investors insist on strict 
adherence to equity-debt ratio of the loan, form of the 
management, etc. of course low profitability in Aligarh 
Lock Industry, should lead to contraction in lace of 
expansion in the size of the industry, as also to withdrawal 
of loans and advances, by banks and the other financial 
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institutions. Paradoxically the lock industry has been 
experiencing in its size. The only inference to be drawn 
with cognizance is that the Aligarh Lock Industry must be 
earning a fair return on 'capital employed'. 
Apart from the normal return, there is the concept fair 
return. The term fair return's is defined differently. One 
view, as expressed by economists, is the return above the 
'opportunity cost' viz., the interest obtainable on term 
deposits, debentures and government bonds. Assuming the 
interest rate as the minimum return, the entrepreneurs must 
anticipate a return higher than the prevailing interest as 
an incentive to investors to assume risk. The second opinion 
about, opportunity cost', though difficult to interpret and 
practice, is the return obtainable on investments in other 
ventures. The author, in a bid to avoid complications and 
simplify the hypothesis compatible with objective of 
determining 'fair return' has assumed that role of interest 
obtainable on risk free investments would be a logically 
sound standard to compare the actual return. Keeping in view 
the inconsistency of hypothesis with practice of 
entrepreneurs in the lock industry. I have gathered and 
analyzed the information from various sources and worked out 
the component cost of each of the input with coefficient to 
variable cost especially to identify the root causes of poor 
financial performance. 
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TABLE-I 
COMPONENT WISE ANALYSIS OF PRIMARY COST OF ALIGARH LOCK INDUSTRY PER 
ONIT OF OOTPOT, 1988-89 
S. Process of 
No. Production 
1. Mould Designing 
2. Mould Operations 
3. Filling and 
Fitting 
4. Finishing and 
Polishing 
(Manual Process) 
Raw Material 
Cost Per Unit 
Rs. 
0.12 
(0-6%) 
9.40 
(47%) 
-
0.12 
(0.6%) 
5. Finishing and 0.36 
Polishing 
(Mechanized Process) 
Total Primary Cost 10.00 
(50%) 
Labour Cost 
(Per Unit) 
Rs. 
3.00 
(15%) 
1.75 
(8.75%) 
0.35 
(1.75%) 
0.50 
(2.50%) 
1.40 
7.00 
(35%) 
Power and 
Fuel Cost 
(Per Unit 
Rs. 
-
2.35 
(11.75%) 
-
0.10 
(0.5%) 
0.55 
3.00 
(15%) 
Total 
Primary 
Cost 
Rs. 
3.12 
(15.6%) 
13.50 
(17.5%) 
0.35 
(1.75%) 
0.72 
(3.6%) 
0.31 
(11.55%) 
20.00 
(100%) 
SOURCE: Compiled and computed by the Research Scholar, on the basis 
of statistics obtained in response to questionnaire, op. 
cit. 
N.B. Figures in parenthesis indicate co-efficient of correlation 
with size of output. 
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TABLE-II 
COMPONEHT WISE BREAK OP OF THE OVERHEAD COST PER UNIT OF 
OOTPDT, 1988-89 
Components of the Per Unit Per Cent of Total Overhead 
Overhead Cost Cost Total Overhead Cost 
(Rs.) Cost (Rs.) (Rs.) 
Interest 
Depreciation 
Rent Rates and 
Insurance 
Salaries 
1.60 
1.00 
1.00 
0.40 
40% 
25% 
25% 
10% 
1.60 (40%) 
1.00 (25%) 
1.00 (25%) 
0.40 (10%) 
SOURCE: Complied and computed by Research Scholar. 
Let us ex£imine, in the first instance, the component of 
'Prime cost', also termed in Accounting as Prime Cost or in 
Economics the 'variable cost'. The data furnished by 
entrepreneurs were crude which I arranged to suit the norms 
of financial management. The entrepreneurs and volunteered 
to divulge information about the capital employed (fixed 
investment), sales turnover, the total wage bill, the 
material cost and the selling price. I made stupendous, 
efforts to acquaint myself with the process of production in 
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order to compute aggregate labour cost, raw materials, fuel 
cost. I too work out the per unit cost. Following are the 
formulae to compute the component the component cost of the 
direct cost. The analysis presented in the Table No.I 
reveals the raw material cost is invariably the the single 
most important input cost claiming 85% of the total primary 
cost together with labour cost followed or 15% for the fuel 
and power. 
It is evident that raw material alone account for 50% 
of the Direct Cost and 42% of the total cost of production 
("including the Indirect Cost), followed by labour which costs 
35% of the Direct Cost and 29% of the total manufacturing 
cost. Power and fuel account for 15% of the total 'Primary 
Cot and 12.5% of the total manufacturing cost. I am tempted 
to suggest that the industry capital efficiency would 
improve provided entrepreneurs adopt modern techniques of 
production and management for higher labour productivity and 
manage cash flows to reduce cost of capital. 
The primary cost of production leaves a profit margin 
of 30% which is depressed to 10% after accounting for 
overhead cost comprising rent, rates and insurance, salaries, 
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depreciation, interest etc. The high equity debt ratio and 
high safety margin insisted upon by banks are responsible 
for as much cost of borrowed capital as 40% of the Indirect 
Cost and 8% of the total manufacturing cost. The cost can 
hardly be expected to get reduced without generating surplus 
and expanding equity base. Rent, rates and insurance are co-
extensive of the added and profit which are not quite 
substantial. Loans are found costlier then proprietors 
capital as evidence by 25% as the cost of borrowed capital, 
a paradox in business in view of interest which is usually a 
cheaper source of capital. 
Depreciation, an item of 'indirect cost' permissible 
for deduction from profit for income tax purpose and also 
the cost of capital used up in the process of production 
for appropriation to consumers is 25% of the Indirect Cost 
and 4.2% of the total cost. A glance at the sales turn 
over of Rs.50 crores would yield Rs.2 crore annually 
to recover the cost of plant in 10 years. However, 
there is a strong opinion to compute depreciation and 
the return on investment on time-scale or time value of 
money in capital budgeting. Modigliani and Millers 
hypothesis support to time value. It is found in the 
course of study the lock industry has not acquired the skill 
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and experience to undertake the exercise of project 
financing on the basis of time value of money. 
Aligarh Lock Industry, being predominantly a cottage 
industry, has still to employ staff for supervision, control 
and maintenance of important records. The industry does not 
have experts the import professional was immigrant. 
The resume of cost and project below costs a gloom on 
the industry's future prospects: 
Profit = Average Selling Price-Average Total Cost per Unit. 
= Rs. 26 - Rs.24 = Rs. 2 per unit 
Total Profit of the Industry = Rs. 500/26 (Sales/Selling 
Price) 
= Rs. 19.2 Crore units 
= Total output X Average Profit 
= 19.2 crore x Rs.2 
= Rs.38.4 Crore 
Rs.38.4 Crore (Total Profit) 
Profitability = - 7.68% 
Rs.500 Crore Capital Employed 
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A crystal clear view emerges to reveal that the Lock 
Industry is not earning a fair rate of return because the 
interest obtainable on debentures, bonds and fixed deposits 
is higher than the profitability of the Aligarh Lock 
Industry-rate of interest ranges from 12.5% and above. 
The above analysis would not be of much academic use if 
analysis is not undertaken to reveal profitability of units 
on the basis of size of the unit. I have ventured below the 
analysis of unit on the basis of the size of units to 
highlight economics of scale and the impact of changes in 
the form of organization and management. 
Aligarh Lock Industry is heterogeneous, comprising 
timing and scale units. The artisan proprietors employ 
capital of less than Rs.20000 and the capital of small scale 
units does not exceed Rs.35 lakhs. It would not be advisable 
to list the capital employed and its development in 3000 
units, both cottage and small, for working out ratio of 
capital to return. For a fair empirical study, I have 
selected 100 units. The analysis is aimed to establish 
correlation between the size and profitability. 
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TABLE-III 
SIZE OF UNITS AND PROFITABILITY IN LOCK INDOSTEY 
(Rs. in lakh) 
Capl'bal 
Employed 
(Avg-) 
No.of Equity Debt 
Unit (Avg.) (Avg.) 
Profit After 
Interest & 
Taxes (Avg.) 
% Profit 
(Avg.) 
Upto Rs.7 
7 - 1 4 
14 - 21 
21 - 28 
28 - 35 
60 
20 
8 
6 
6 
2 
8 
9 
12 
14 
3 
6 
12 
16 
21 
1.56 
2.60 
3.90 
8.84 
9.10 
31.20 
18.57 
18.57 
31.57 
26.00 
SOURCE: Compiled and computed by the Research Scholar. 
Primary data collected in the course of present 
study. 
The foregoing table includes 100 units divided into 
five groups on the basis of capital employed. The survey 
reveals that 60 out of 100 units (or 60%) are working with 
small capital of upto Rs.7 lakhs. Debt and equity stands in 
the ratio 3:2. There are 20% of the units with the total 
capital employed from Rs.7 lakhs to Rs.l4 lakhs, equity and 
debt being in the ratio of 4:3. Capital ranging from Rs.l4 
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lakhs to Rs.21 is employed in 8% of the units. The 6 units 
(or 6% of the units) employ capital from Rs.21 lakhs to 
Rs.28 lakhs. The last 6 units employ capital from Rs.28 
lakhs to Rs.35 lakhs. 
Primary data, duly verified, checked and confirmed by 
audited accounts, income tax returns, the sale tax office as 
well as by the District Industries Office were of little use 
for analytical study. Assuming the opportunity cost and the 
discounted cost inflows at constant rate. I proceeded to 
incorporate the Accounting Profit. I must admit that 60% of 
the units in the first range do not maintain proper 
accounts. I made use of the income tax returns to find out 
profit after payment of interest and taxes. I classified 
information, gathered from 100 units. 
The profit in absolute terms is positively related to 
the size of capital employed. Average profit of 60% of the 
units in 1981-88 amounted to Rs.1.56 lakhs which increased 
to Rs.9.10 lakhs for those units in the capital range from 
Rs.28-35 lakhs. Profitability is, however, not in tune with 
the amount of capital employed. 60% of the smallest units 
had earned profit at the rate of 31.2% in 1987-88, and 31.5% 
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was the profitability of 6% of units capital ranging from 
Rs.21 lakhs to R3.23 lakhs. The units with largest capital 
from Rs.28-35 lakhs earned less return viz. 26%. And the 28% 
of the unit ended with profitability of 18.57%, return and 
size of capital cogently. 
It is worth citing that profitability is the function 
of net revenue and the total capital employed. This concept 
is derived from economic parameter of entrepreneurial 
behaviour which is couched in terms of 'Maximum Profit'. The 
concept of 'Maximum Profit, though widely acknowledged and 
accepted as a basis to postulate the theory of out put and 
input relationship, has come to h€. replaced in financial 
management with maximization of shareholders wealth. The 
project, before acceptance, is scrutinized on the basis of 
the maximization of the firms net worth or firm's value. In 
Assure salmon's own words, the new concept of maximization 
of net worth has all the advantages which are turned to good 
account of the management efficiency, investors motives and 
evaluation of the project. The method to find out the net 
worth is capital (equity) minus outsides liabilities, in 
other words capital or owned funds go up with higher growtVi 
of profitability. 
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The project, in order to attain and serve the above 
objective, is of course acceptable if expected return during 
the life of the project is higher than the cost. 
Excess of anticipated income from a project or a set of 
projects alone is not the criterion to accept or reject the 
project. There are two other main considerations to satisfy 
the share-holders, the creditors and the management: risk 
and time value of money. Investors are averse to risk but, 
at the same time, keenly desirous of high return. These are 
the two self-contradictory motives to be suitably 
reconciled. Risk is minimum in investment with statutory 
obligations for payment and repajrment of the interest and 
the principal, viz. loan, in that case, return is minimum. 
Risky investment yield highest return. The term risk is 
different in connotation and application in financing from 
its literal sense. In financial mansigement uncertainty about 
future income from a project is, in real sense, synonymous 
with risk. These elements add to risk. A distant future is 
unpredictable for income as against the short-term. 
Therefore, long period realization and accrual of income is 
supposed to be more uncertain and risky than the risk in the 
later case. 
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To incorporate the three main elements of maximum net 
worth or value' of the firm, 'the financial management 
estimate the anticipated income, discounts the same at an 
appropriate rate for uncertainty and compares the definite 
anticipated income with the cost of the project. The formula 
to find out the end-result of any investment in a new 
project or the going-on project is as follows: 
Vj = + - c 
(1 + K) (1 + K) 
W = Symbolise the net worth of the firm 
A< + An = Indicates anticipated income in each 
period of time. 
K = is the discount rate which the investors 
determine and supply to avoid risk and 
find out the present value of t,he 
ant ic ipated income. 
To illustrate the foregoing postulation,let us suppose 
A, K and C as follows: 
20000 50000 
W = + - 30000 
(1 + .10) (1 + .20) 
= 18181 + 41667 - 30000 
= 59848 - 30000 
= 28848 
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The simple illustrations worked out about yields 
profitability of 99.49%. There are two theoretical 
possibilities, either to accept it because the return is 
above zero or to reject the project if investors anticipate 
a higher yield viz. 105% or above. 
The theory explained above quite tersely requires to 
investigate systematically as to whether the existing yield 
of different size of lock units would actually satisfy the 
investors. Would they not like to take on new investments 
and join other industries in anticipation of higher yield. 
In contrast with the modem approach to cost and return 
at discounted value and the traditional concept of return in 
accounting terms. It is obvious from the foregoing 
illustration is that anticipated return undiscounted for 
risk is Rs.20000 in the first year and Rs.50000 in the 
second year which put together for two years, amount to 
Rs.70000 as against the capital cost of Rs.30000 of the 
project, yielding the return of 133% which after discounting 
for risk, gets reduced to 99.40%. 
The Research Scholar examines results of below present 
value of return of 100 units: 
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TABLK-IV 
PRESENT VALOE OF INCOME OF ALIGAEH LOCK INDUSTRY 1988 
(Rs. in lakh) 
Capital No.of Equity Other Profit Discount Present 
Employed Units Funds After Value of 
Interest Return 
Sc Taxes % 
Upto 7 60 
7-14 20 
14-21 8 
21 - 28 
28 - 35 
12 
14 
12 
16 
21 
1.56 
2 . 6 0 
3 . 9 0 
8 .84 
9 . 1 0 
30 
25 
20 
15 
10 
1.20 
(24%) 
2 .08 
(14.90%) 
3 .25 
(19%) 
7 .70 
(28%) 
8 .30 
(25%) 
Total 100 
SOURCE: Compiled and computed by the Research Scholar on the 
basis of figures furnished in the preceding 
Table No.IV. 
NOTE: The discount rate has been used to exclude riskness 
in the business operations. 
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The stage has been set to find out the difference in 
return in real terms,after accounting for risk and the 
effect of inflation. It is worthwhile to arrange profit and 
the return in the following table: 
TABLK-V 
COMPARATIVE ANALYSIS OF THE AOOODHTING RETDRN AHD THE 
PRESENT VALUE OF BETOSN. 1988 
(Rs. in lakh 
Capital No.of Accounting Present Accounting Return o 
Employed Units Profit After Value of Return Present 
(Avg.) Interest and Profit After Value 
Taxes Interest & 
Taxes % % 
Upto 7 
7 - 1 4 
14 - 21 
21 - 28 
28 - 35 
Total 
60 
20 
8 
6 
6 
100 
1.56 
2.60 
3.90 
8.84 
9.10 
28.00 
1.20 
2.08 
3.25 
7.70 
8.30 
22.53 
31.20 
18.57 
18.57 
31.57 
26.00 
25.18 
24.00 
14.90 
19.00 
28.00 
24.00 
22.00 
SOURCE: Compiled and computed by the Research Scholar fro 
primary dated collected in the course of present study 
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The cash-flows from business operation have been 
discounted to present value at the prevailing bank interest. 
The exercise in introducing the modern concept of financial 
management has proved that investors stand to realize a 
return of 22% on investment in the lock industry, on 
average, in contrast with 22.53% from alternation 
investment . The return gets reduced as a result erosion of 
purchasing power in the business income due to inflation at 
5% per annum. 
Further analysis of the data brings forth the fact that 
the resources have been used efficiently in small units with 
capital employed upto Rs. 7 lakh as evident from which is 24% 
and medium units employing capital from Rs.2 lakh to Rs.28 
lakh yielding return of 28% as against the return of 24% for 
large units. 
Other things being the same, the leverage seems 
partially to boost profitability (Table No.V). Invariably, 
all the units, irrespective of the size, have been employing 
varying borrowed funds. In case of the small units, equity -
debts ratio stands at 2:3, 4:3 in the case of the medium 
units and 3:4 in the case of large units. 
1. The return on investment in Light Engineering Industry. 
IP-5 
The causes to the negative effect a effect on 
profitability are the outcome of committing a substantial 
part of their funds to financing the current assets and 
their inability to reduce inventories and fixed charges of 
interest and repasnnent of loans. This, of course, accounts 
for low profitability for below the return on average, viz, 
24% at present value. It calls for a fresh look at 
allocation of funds, to satisfy investors finally to serve 
the growth in future. 
A comparative analysis of the lock industry's 
profitability is presented below to reveal the impact that 
the lock industry of resources cuid their used in the 
following Table No.VI. 
TABLE-VI 
INDUSTRY WISE ANALYSIS OF PROFITABILITY, 1987-88 
S.No. Industry % Average Accounting 
Profitability 
1. Chemical Industry 35.00 
2. Light Engg. Industry 34.00 
3. Bicycle Ancillary Industry 33.80 
4. Paper Industry 34.00 
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5. Packing Industry 33.00 
6. Printing Industry 32.00 
7. Miscellaneous Industry 30.00 
8. Lock Industry 22.53 
SOURCE: Compiled an analysed from primary data by the 
Research Scholar, collected in interviews and the 
questionnaire, APPENDIX XI. 
The obvious conclusion on the basis of the date in the 
foregoing table is that capital efficiency of the lock 
industry is the lowest. The gradual decline in profitability 
dissuades the investors to commit some compile in the lock 
industry, to "take \jp projectsfor modernization, renovation 
and innovation. 
Conclusion: 
The analytical study in the present chapter 
corroborates the view that the lock industry's profit 
earning rate is 4%. On the other hand investment in the 
chemical industry earns return of 35%. 
A minute scrutiny of financial management of lock 
industry shows that they have to maintain a high liquidity 
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to meet obligation in respect of interest and repayment of 
loans which accoun^s for drain of resources from productive 
uses. It is worth considering to rely more on equity, 
internal resources. State financial assistance to small 
units will go a long way in ameliorating financial problems 
small units. The funds from state agencies must be provided 
for modernization, renovation, innovation and expansion. 
Such measures would of course render the small units 
economically viable. 
The measures, in the opinion of the scholars, in all 
manifestations, would have ameliorating effects on the 
growth of lock units in general. 
CHAPTER-VI 
SUMMARY & SOGGESTION 
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CHAPTER-VI 
SOMMARY AND SDGGESTIONS 
Lock industry is the pioneering industry in the town. 
There are 1.25 lakh workers in the industry with Rs.14.5 
crore of investment, and the production of Rs.50 crore. The 
industry employs 30 per cent of the labour, 20 per cent of 
the capital and turns out 40 per cent of the industrial 
manufactures in the town. Being net foreign exchange earner, 
the^ ^^ _^l^ dustry occupies significant place in the State 
economy. However, the industry is lately beset with serious 
problems which need to be probed for remedy. 
The marginal efficiency reveals declining trend in 
contrast with rising trend in other industries of the town, 
viz.. Plastic Goods Industry, Auto-Parts Industry, Light 
Engineering Goods Industry, Paper Industry, Chemicals 
Industry, Hardware Industry, etc. The marginal efficiency of 
investment for lock industry is 20% as against 25% for the 
other industries. A decade ago, lock industry was far ahead 
the other industries in terms of marginal efficiency of 
capital (27% as compared with 16% for others). 
The phenomenon of declining marginal efficiency of 
investment in lock industry is undoubtedly the cumulative 
outcome of falling return, increasing cost of capital or a 
combination of both. 
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A synoptic view of the return on investment reveals 
declining trend; the rate of return has fallen from 27% in 
1977-78 to 20% in 1987-88. Similarly, the cost of capital 
(meaning thereby the opportunity cost) from 16% to 25% 
during the corresponding period. It may result into 
shrinkage of capital base of the industry, sooner or latey, 
unless measures are initiated to avert the situation. 
The capital structure has to account for much of 
variation in an industrial unit's cost of capital. Overall 
cost of capital is the average cost of equity and 
debentures. It would vary within the upper limit of equity 
cost and the lower limit of debentures. The observation is 
premised on the pattern of the equity cost which is normally 
higherJ than that of the debentures. A note of caution may 
be, however, struck against the facile conclusion that the 
cost of capital will infinitely decline with ever growing 
leverage in capital structure. If leverage is used beyond a 
limit, the equity holders raise the cost of equity so much 
so that the benefit of low cost of debentures is more than 
off-set. The equity holdcrSput up the cost as compensations 
for more riskness in the wake of greater financial leverage. 
The overall cost of capital ultimately begins to rise. 
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The Aligarh Lock Industry employed equity debt in the 
ratio of 1:6 in 1987-88 as against 1:2 in 1977-78. The 
industry has become riskier since its profitability has 
lagged behind the mounting debt servicing charges. 
The principles of sound financial management provide 
justification for leverage when there is favourable impact 
on the value of firm. In other words, the leverage is 
justified if the market value of shares go up. It is 
attained when expansion leads to increase in the scale of 
operations, modernization, diversification of the product. 
Contrary would be the result if working capital claims 
lion's share of the additional investment. 
The primary data which I have come across in the course 
of my research reveal certain negative aspects of the 
composition of the assets held by the lock industry in 1977-
78, the ratio of 'fixed assets' to 'current assets' on the 
basis of book values was 1:3 which grew to 1:5 during 1987-
88. Obviously the working capital has grown faster than the 
fixed assets. One may be tempted to conclude that the 
current assets are indicative of liquidity of the industry 
if they are more than the current liabilities. The liquidity 
position of lock industry is not quite convincing since the 
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current assets as a ratio of current liabilities have been 
falling during the period under review. In 1987-88, current 
assets and the current liabilities stood in the proportion 
of 4:1 which declined to 2-. 1 in 1987-88. Nevertheless, the 
industry is solvent to meet its short-term obligations. 
The question of net-worth is important to gauge 
utilization of funds from the point of its impact on the 
firm's value. Investments in relation to earnings influence 
the networth. There has been erosion in net worth largely 
due to high debt-equity ratio and falling profitability. As 
a consequence, the Aligarh Lock Industry is regarded as a 
risky venture by investors in comparison to other industries 
in the town. 
Whsre sales are compared to profit during 1977-78 and 
1987-88, it reveals a declining trend. During the period 
under review profit as a per cent of sales has declined from 
8 per cent of 6 per cent. It has happened at a time when the 
industry needs more funds to invest from internal sources. 
It is not devoid of interest to point out that sales in 
proportion to total investment has been revealing a 
declining trend. This is brought about by diversion of 
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permanent funds to meet short-term working capital 
requirements largely arising from mounting debts, bill 
receivables and inventories. 
Nevertheless, the earnings of the industry have been 
adversely affected by steep increase in the cost of raw 
materials, the labour cost, excise duty, sales tax, the 
corporate tax, the freight, the power charges. These factors 
taken together accounts for as much of cash outflow as 3 per 
cent of the sales proceeds. 
The larger Impact on profitability is traceable to such 
factors as increasing competition in the product market, 
especially since the establishment of lock units in other 
states. Besides infrastructures provided by other State 
government, the new units are ruodern and more efficient, 
than the Aligarh Lock Manufacturing Firms. It explains the 
reasons for the faster growth of lock industry outside U.P. 
The State government to make the Aligarh Lock Industry 
economically viable and competitive, should implement the 
plan of Talanagri at Aligarh at least for lock units owned 
and run by the artisans in their homes. Talanagri would 
yield the advantage of large-scale economies, foster the 
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spirit of co-operation, provide the opportunities to 
exchange expertise as well. Besides, the residential areas 
of the town would be free from pollution when the lock units 
are removed to Talanagri. 
To enhance productivity, it is necessary to have 
facilities for proper training of workers. It is a tragic 
commentary that the State Training Centre in Aligarh has not 
been functioning since long. The State should revitalize the 
training facilities and equip it with modern facilities. 
Trained workers and modernization of the industry are 
both indispensable to higher productivity. The small 
entrepreneurs do not have adequate funds to undertake the 
exercise. The State government should provide subsidized 
loans to entrepreneurs for modernization. 
The production has, at times, been severely affected by 
power cuts. The State Electricity Board should determine 
quota of power in consultation with the representations of 
the industry. The quota, once determined, should be regarded 
as the minimum requirements of power to be fulfilled on 
priority basis, and if possible the target should be 
exceeded to let the industry produce more. 
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A little investment in human capital by way of labour 
welfare schemes would go a long way in raising the labour 
productivity. The labour welfare schemes impart a sense of 
association to the workers. At present, the lock factories 
at Aligarh, lack even the basic amenities, viz., lavatories, 
catering facilities, rest places during recess for lunch, 
etc. There must be^change in the process of recruitment 
selection, payment of wages. The factories largely employ 
temporary workers to circumvent provisions of the Factory 
Act. The shifting labour in Aligarh Lock Industry breeds 
indiscipline and apathy. Besides the recruitment of workers 
on permanent basis, the workers must be allowed to form 
associations and unions. It would serve as a forum for 
workers to undertake activity of common interest to mutual 
benefit of employers and employees. In brief, Aligarh Lock 
Industry can still play a leading role in the state economy 
if remedial measures are initiated by the Industry with the 
assistance, easy credit, training of workers, steady supply 
of power and an agency to undertake marketing of locks 
produced by artisan entrepreneurs would, indeed, enhance 
productivity and contribute to economic viability of the 
Aligarh Lock Industry. 
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APPENDIX-A 
GKCVrre OF POPULATION IN ALIGABH DISTRICT 1941-1981 
Year 
1941 
1951 
1961 
1971 
1981 
Population 
1572641 
1543506 
1883953 
2114829 
2564735 
Increase or 
Decrease 
-
+ 160865 
+ 340447 
+ 230876 
+ 449906 
% 
or 
age increase 
Decrease 
-
11.86 
16.61 
12.36 
21.00 
SOURCE: Industry Outlook Report (Hindi), Industries 
Department, U.P., Kanpur, 1956, Page-3. 
Statistical Diary, State Planning Institute, U.P. 
Lucknow, 1972, Page-63. 
Information gathered by the Research Scholar from 
the Statistic Office, Aligarh. 
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APPENDIX-B 
DIFFERENT TYPES OF PRODOCTS OF ALIGARH LOCK INDUSTRIES 
1. Air Baggage Locks. 
2. Brass Pad Locks. 
3. Brief Case Locks. 
4. Batia Locks. 
5. Cycle Locks. 
6. Cup Board Locks. 
7. Cabinet Locks. 
8. Cast Iron Locks. 
9. Die-Punch Locks. 
10. Die-Pressed Locks. 
11. Drawer Locks. 
12. Double Locks. 
13. G.I. Pad Locks. 
14. Galla Locks. 
15. Iron Pad Locks. 
16. Key Holes Locks. 
17. Lever Pad Locks. 
18. Letter and Trunk Locks. 
19. Lorry Locks. 
20. Locking Device for Bajaj Scooter. 
21. Locking Device for Prince Scooter. 
22. Locking Device for Chetak Scooter. 
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23. Locking Device for Vijay Scooter. 
24. Locking Device for Girnar Scooter. 
25. Locking Device for Supper Kessay Scooter. 
26. Locking Device for Refrigerater. 
27. Locking Device for Instrument Panels. 
28. Locking Device for Petrol Pumps. 
29. Lock for A.C. Equipment. 
30. Motor Cycle Locks. 
31. Mortic Locks. 
32. Muriya Locks. 
33. Port Foilo Locks. 
34. Rible Pressed Locks. 
35. Spring Pad Locks. 
36. Safety Locks of Safes. 
37. Suit Case Locks. 
38. Shutter Locks. 
39. Servial Cared Pin-Cylinder Locks. 
40. Square Lever Locks. 
41 Showcase Locks. 
42. Truck Locks. 
43. Trunk Locks. 
44. Telephone Locks. 
45. Zink Pin-Cylinder Locks. 
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APPENDIX-C 
SOME OF THE IMPORTANT MANDFACTOBKHS OF LOCK INDOSTEY OF 
ALIGABH 
S.No. Name of Firms Place 
1. M/S Tiger Locks Ltd. 
2. M/S Nervy Locks (Regd.) 
3. M/S Cyclo (India) 
4. M/S Morris Bajaj 
5. M/S Bajaj Locks (India) 
6. M/S Bajaj Hardware Ind. 
7. M/S Rose Lock Factory 
8. M/S R.P. Lock Co. 
9. M/S Bharat Lock House 
10. M/S Mona & Co. 
11. M/S Parkes Locks Co. 
12. M/S P.P. Products. 
13. M/S Crownx (Regd.) 
14. M/S Mon Locks Industries 
Marris Road, Aligarh. 
C-7, Industrial Estate, 
Aligarh. 
B-5, Industrial Estate, 
Aligarh. 
A-5, Industrial Estate, 
Aligarh. 
C-5, Industrial Estate, 
Aligarh. 
C-5, Industrial Estate, 
Aligarh. 
Upper Kote, Aligarh. 
Madar Gate, Aligarh. 
Manik Chowk, Aligarh. 
Parao Dubey, Aligarh. 
Parao Dubey, Aligarh. 
Agra Road, Jainpuri, 
Aligarh. 
Turkman Gate, Aligarh. 
Skeikh Dawood, Upper 
Kote, Aligarh. 
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15. M/S Jamico (Regd.) 
16. M/S Modern Lock Manf. Co. 
17. M/S Malik Lock Co. 
18. M/S Metro Lock Co. 
19. M/S Mico Lock Service 
Upper Kote, Aligarh. 
Sarai Ratan Lai, Aligarh. 
Turkman Gate, Aligarh. 
Gambhir Pura, Aligarh. 
Industrial Estate,Aligarh. 
20. M/S Gem Lock & General Ind. 
21. M/S Nayyor Lock Co. 
22. M/S Sind Lock House. 
23. M/S Ogesh Industries 
24. M/S Lock Well (India) 
25. M/S Pushpa Industries 
26. M/S Rocksan Lock Co. 
27. M/S Hardeo Pad Lock Fact. 
28. M/S R.C. Lock Works 
29. M/S Perfect Products 
30. M/S Colebrook Lock & 
Hardware Co. 
31. M/S Anchor Engg. Ind. 
32. M/S Jain Lock Factory 
33. M/S Major Lock Works 
34. M/S Mico Lock Service 
D-76, Industrial Estate, 
Aligarh. 
Janakpuri, Aligarh. 
Misrilal Market, Aligarh. 
Hari Nager, Aligarh. 
Ramghat Road, Aligarh. 
Marris Road, Aligarh. 
G.T. Road, Aligarh. 
Sudamapuri, Aligarh. 
Ghanshyam Puri, Aligarh. 
C-18, Industrial Estate, 
Aligarh. 
A-3, Industiral Estate, 
Aligarh. 
A-5, Industiral Estate, 
Aligarh. 
Kanwari Ganj, Aligarh. 
Kanwari Ganj, Aligarh. 
Usman Para, Aligarh. 
35. M/S Park Lock Ind. 
36. M/S Trusty Lock Co. 
37. M/S Prakash Lock House 
38. M/S R.C. Lock Works 
39. M/S Hindustan Lock Works 
40. M/S H.B. Lock co. 
41. M/S Sonal Lock Ind. 
42. M/S Gopal Tala Udyog 
43. M/S Monark Lock Co. 
44. M/S Regal Locks Tools Co. 
45. M/S East End Lock Co. 
46. M/S S.A. Lock Co. 
47. Novil Lock Industries 
48. M/S Metalic Lock Mfg. Co. 
49. M/S Abus Lock Industries 
50. M/S Monitar Lock Works 
51. M/S New Rose Lock Factory 
52. M/S Shah Lock Corporation 
53. M/S Standard Lock Works 
54. M/S Marshal Lock Works 
55. M/S Suraj Lock 
56. M/S Hilal Lock Works 
Usman Para, Aligarh. 
Para Dubey, Aligarh. 
Madar Gate, Aligarh. 
Ghuria Bagh, Aligarh. 
Ghurya Bagh, Aligarh. 
Pakki Sarai, Aligarh. 
Khinni Gate, Aligarh. 
Gopalpuri, Aligarh. 
Old Kachari, Aligarh. 
Krishna Puri, Aligarh. 
Krishna Puri, Aligarh. 
Chah Garmaya, Aligarh. 
Gandhi Nagar, Aligarh. 
Upper Kote, Aligarh. 
Upper Kote, Aligarh. 
Darbar Gate, Aligarh. 
Balai Qila, Upper Kote, 
Aligarh. 
Chowk Bundu Khan, Aligarh. 
Chowk Bundu Khan, Aligarh. 
Chowk Bundu Khan, Aligarh. 
Tantan Para, Aligarh. 
Mohd. Ali Road, Aligarh. 
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57. M/S Chaman Lock Works 
58. M/S Tricircle Lock Works 
59. M/S Teema Lock Corporation 
60. M/S Royal Lock Works 
61. M/S Vesna Lock Works 
62. M/S Lebia Lock Works 
63. M/S Vishal Lock Works 
64. M/S Setha Lock Works 
65. M/S Farid Lock Works 
66. M/S Rana Lock Works 
67. M/S Milap Lock Works 
68. M/S Titoni Lock Ind. 
69. M/S Victor Lock Co. 
70. M/S Shankar Industries 
71. M/S R.S. Lock Works 
72. M/S Monark Lock Co. 
73. M/S S.M. Lock Works 
74. M/S Monne Lock Ind. 
75. M/S Janata Metal Works 
76. M/S Alika Products (India) 
77. M/S Pravin Lock Industries 
78. M/S Arvind Lock Co. 
79. M/S Client Lock Co. 
Mohd. Ali Road, Aligarh. 
Tantan Para, Aligarh. 
Atish Bazar, Aligarh. 
Atish Bazar, Aligarh. 
Chendan Shaid, Aligarh. 
Upper Kote, Aligarh. 
Sarai Miyen, Aligarh. 
Chahgarmaya, Aligarh. 
Delhi Gate, Aligarh. 
Darbar Gate, Aligarh. 
Teela, Aligarh. 
Rangrezan, Aligarh. 
Nagla Masani, Aligarh. 
Gular Road, Aligarh. 
Nagla Masani, Aligarh. 
Purani Kotwali, Aligarh. 
Chirag Chiyan, Aligarh. 
Usman Para, Aligarh. 
Sarai Sultani, Aligarh. 
Mitra Nagar, Aligarh. 
Shyam Nagar, Aligarh. 
G.T. Road, Aligarh. 
Para Dubey, Aligarh. 
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80. M/S Ved Lock Mart 
81. M/S San-bosh Lock House 
82. M/S Saini Lock Ind. 
83. M/S Asi Lock Works 
84. M/S Alpha Lock Co. 
85. M/S Jawa Lock Industries 
86. M/S Tallya Products 
87. M/S Kamal Lock House 
88. M/S J.K. Products 
89. M/S Rico Lock Co. 
90. M/S King & Co. 
91. M/S Mukesh Enterprises 
92. M/S Arora Industries 
93. M/S Navneet Enterprises 
94. M/S Smart & Co. 
95. M/S S.P. Gupta & Co. 
96. M/S Deepak Industries 
97. M/S Rex Lock Works 
98. M/S Regent Lock Works 
99. M/S Supper Lock Udyog 
Manik Chowk, Aligarh. 
Manik Chowk, Aligarh. 
Manik Chowk, Aligarh. 
Teela, Aligarh. 
Sarai Rehman, Aligarh. 
Sarai Hakeem, Aligarh. 
Phaphala Street, Aligarh. 
J anakpu r i, Aligarh. 
Usman Para, Aligarh. 
Usman Para, Aligarh. 
Naurangabad, Aligarh. 
Manik Chowk, Aligarh. 
Manik Chowk, Aligarh. 
Manik Chowk, Aligarh. 
Manik Chowk, Aligarh. 
Kalia Street, Aligarh. 
Premier Nagar, Aligarh. 
Upper Kote (Darbar Gate, 
Aligarh. 
Usmait Para, Aligarh. 
Peer Bhadur, Atrauli, 
(Aligarh). 
100. M/S Taj Industries Alish Bazar, Aligarh 
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APPENDIX-D 
1. Addresses of Leading Lock Industry: 
2. Questionnaire: 
1. Name of the Firms 
2. Type of Business Organization (Sub Prob. 
Partnership/G.S. Co). 
3. Year of Establishment. 
4. Investment in Fixed Assets. 
5. Investment in Current Assets. 
6. Value of Production - 5 Years. 
7. Sales - 5 Years. 
8. Catchment Area - Markets. 
9. (a) Input Cost: 
(i) Labour Cost. 
(ii) Capital Cost, 
(iii) Material Cost, 
(iv) Power Cost, 
(v) Tariff Cost. 
(vi) Interest. 
(vii) Profit/Return Before Taxes & Interest, 
(viii) Profit Before Taxes, 
(ix) Profit After Interest and Taxes, 
(b) Selling Cost: 
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10. state vis-a-vis lock industry. 
(i) Licencing Policy 
(ii) Factory Act. 
(iii) Other Regulations. 
11. (c) Commercial Banks: 
(i) Problems of Short-Terms Loans, 
(ii) Problems of Medium-Term Loans. 
12. (d) Problems of Distribution: 
(i) Direct Distribution. 
(ii) Indirect Distribution. 
(Viz. , through VHiole Salers, Retalers & 
Others). 
(iii) Any other System. 
